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NATLONAL POLICY AND ISSUES 


PRC JOURNAL ON REFORM OF COMMERCIAL SYSTEM 


HK100252 Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 9, 15 Sep 80 
pp 31-37 


[Article by Fu Shuliao [0265 5771 4229] and Liao Shugui [1675 5771 2981): “How 
To Set Out the Refors of Commercial System?") 


(Text) Toward the end of last year, we went to Sichuan Province where, along 
with the comrades of the Provincial Commercial Bureau, we conducted a fact- 
finding study on the reform program involving the commercial system. The follow- 
ing is an account of the initial understanding obtained on the problems existing 
in the current commercial system as well as on the steps of the reform. 


Problems Existing in the Current Commercial System 
The problems existing in the current commercial system are mainly as follows: 
1. Too Many Plan-Controlled Commodities for Exclusive Sale 


In 1957, 98 types of plan-controlled commodities were administered by state- 
operated businesses (excluding medicine) above the provincial level. The number 
has now increased to 131; besides, each level has expanded the quota to include 
more plan-controlled commodities at ite own initiation so that at the basic level 
almost all commodities have been put under control. Moreover, almost all commodi- 
ties covered by the scheme have been taken over by commercial departments for 
exclusive sale, irrespective of their nature. As a result, industrial concerns 
only sell their goods to one customer and so the marketing of products does not 
have any direct bearing on them. As for commercial departments, there is no 
competition in view of the monopoly they enjoy, goods are distributed to every 
level from top to bottom, and it is impossible to respond flexibly to demands of 
the market when making purchases. Therefore, by the time changes occur in the 
conditions of production and marketing, contradictions between industrial and 
commercial concerns have become intensified. 


Industrial departments also reflect very strong views on the exclusive sale 
arrangement practiced by commercial departments. For a commodity in short 
supply, commercial concerns go beyond their purchase quota to take any such 
commodity in excess of the production target. For a commodity unsuitable for 
sale, they make their choice and then tell the industrial departments to sell 
the rest by themselves. Industrial departments feel that this is unfair. 

















Besides, under the exclusive sale arrangement, industrial concerns can only pro— 
duce the type of goods which they are advised to produce by the commercial 
departments, and production of these goods does not always correctly reflect 
changes in the market. One moment they will say the supply is too much, while 
the next they will say the supply is too little, thus putting production into a 
passive state. Commercial departments note, on the other hand, that industrial 
concerns expand their own sale of commodities in short supply but request com- 
mercial departments to take up the sale of commodities unsuitable for the market. 
As a result, the profit goes to the industrial concerns while commercial depart- 
ments have to overstock and suffer a loss. 


2. Insufficient Channels But Too Many Links for the Circulation of Commodities 


In 1957, state-operated businesses and supply and marketing cooperatives were 
responsible for 60 percent of the volume of sale, while the group of cooperative 
shops was responsible for 26.8 percent; in 1978, the ratios became 80 percent 
and 16 percent respectively. As for local industrial products, in 1957, 76 per- 
cent of these were purchased by commercial departments and 24 percent were taken 
up by industrial concerns for their own sale. In 1975, over 92 percent of the 
same were purchased by commercial departments and it was basically a business 
monopoly. 


As far as circulation links are concerned, there are grade-two centers as well 
as municipal companies in Chongqing and Chengdu. Chengdu Municipal Company, 
which is a grade-three wholesale concern, also sells wholesale to the county 
companies belonging to the municipality, while the county companies even assume 
the role of an agent and sell wholesale to the rural cooperative shops through 
the supply and marketing cooperatives at the basic level. As a result, there 
are several wholesale agents of different grades in a single locality. Some of 
the commodities produced in Chengdu have to go into the depot of grade-two 
centers first. They are then transferred to the depot of municipal companies 
and subsequently arrive at retail unite. Having gone through such a process of 
"three ins and three outs," these commodities finally reach the consumers. 


Industrial departments are strongly against the numerous commercial links. They 
consider that the method of fixing the purchase price of certain commodities by 
working backwards from the retail price, from which the profit and overheads are 
taken, imposes upon them the additional illogical expenses brought about by the 
numerous commercial links. In addition, this method conceals the problems 
existing in commercial management. 


Commercial retail units also complain that there are too many links, but that 
wholesale units are not very keen on the idea of reducing the number of links. 
Chongqing Department Store purchases 60 percent of its stock directly from other 
parts of the country; however, all such purchases have to be settled through the 
grade-two centers. The Chengdu Municipal Bazaar of the People has tried to 
establish links with 28 factories, but this method has affected the profits of 
the wholesale units. The municipal company, therefore, firmly objects to such a 
method, saying that making purchases from multiple sources is a crooked practice 
unfavorable to the unified arrangement of the market. 














3. Control of Prices Excessively Rigid 


In 1957, there were 150 kinds of commodities with their prices controlled by 
various grades of price control departments above the provi:rcial level; now the 
number has increased to 477. The prices of commodities at the stages of leaving 
the factory, allocation, transfer and selling, are for the most part subject to 
general control so that, basically, departments and enterprises concerned have no 
rights over the price level. The prices of certain commodities, although not 
controlled by higher authorities, are fixed in accordance with a schedule or 
formula laid down many years ago so that in actual fact, the control is even more 
inflexible than that over the commodities which have their prices assessed for 
the moment. 


The control of commodity prices is extensive and rigid. On the one hand, some 
commodities are strongly demanded by the market. However, since producing such 
commodities is unprofitable and it is impossible to readjust their prices, 
industrial concerns are unwilling to produce these in large quantities. Com 
mercial departments, for the sake of making arrangements for the market, have no 
alternative but to give up the profits. In Sichuan Province, there are 42 tvpes 
of commodities whose producer prices are higher than retail prices. In addition, 
there are 69 types of commodities whose purchase prices and selling prices are so 
close that the differences are too small to cover the trading costs, thus directly 
dampening the enthusiasm of the commercial sector. On the other hand, some com- 
modities have their retail prices fixed, from which their producer prices are 
worked out in the reverse direction by deducting the difference between wholesale 
and retail prices as well as by taking away the wholesale discount. Since this 
is out of line with the production costs, it affects the enthusiasm for produc- 
tion and, very often, also affects the supply to the market. 


Another manifestation of the inflexible control is that commodities of superior 
quality cannot fetch an exce)lent price while prices of commodities having dif- 
ferent specifications are ‘ same. Industrial departments note that 18 x 18 
cotton cloth, a product which has been awarded the silver medal, is selling at 
the same price as those products of inferior quality, without fetching one fen 
more. Leather shoes are fetching the same price for five different sizes; 
factories are, therefore, only willing to produce small-sized shoes, thus leaving 
no room for designs and varieties. 


4, Lack of Overall Administration for Business Finance and No Decisionmaking 
Power Allowed for Commercial Enterprises 


The existing commercial enterprises are put into different groups according to 
administration zones for accounting purposes. Although plans for commodity 
circulation are assigned by commercial bureaus at various levels and plans of 
commodity distribution are assigned by groups of companies, profit planning is 
arranged by finance departments at various levels; the three do not link up with 
each other, which adversely affects the management of enterprises. Besides, 

the dissected financial system also directly disrupts the organization of com 
modity circulation according to economic zones. A considerable number of whole- 
sale centers have been set up irrationally. However, owing to limitations of the 
financial system, it is difficult to have these centers closed or merged. 
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Commercial enterprises do not have any power to make decisions. Plans involving 
the purchase, sale, transfer and allocation of goods go from top to bottom 
through various levels; supply of goods are distributed by higher authorities in 
a unified manner; prices are fixed by higher authorities; business areas and 
zones are drawn up by higher authorities; all business profits are turned in to 
higher authorities; the types and amounts of goods to sell are also decided by 
higher authorities--such has been the longstanding situation. The business 
performance of an enterprise does not have any connection with the interests of 
the enterprise or the staff, nor is there any internal drive or external stress. 
Longstanding problems involving the management standard of an enterprise, the 
bureaucratic workstyle in commerce, the attitude toward customers, the standard 
of services provided and so on are not effectively dealt with. 


5. Means of Commercial Management Are Seriously Out of Proportion With Business 
Deve lopment 


The business volume of commercial enterprises has been increasing these past few 
years, but investments made by the state in commerce are decreasing. The com 
mercial network as well as depot and business facilities are getting more and 
more out of tune with the needs of commodity circulation. In 1962, the business 
network operated by the Second Commerce Bureau of Chengdu Municipality and 
affiliated organizations had 10,084 centers. This number was reduced to 1,660 
in 1978, am average of 1.4 centers for every 1,000 inhabitants. The loss asso- 
ciated with the rotting of goods arising from inadequate means of commercial 
management, such as cold storage, depots and so on, is also frightening. During 
the 13 years from 1966 to 1978, state-operated business in the whole province 
sustained property losses of as much as 410 million yuan. This amount has not 
yet taken into account the loss of 10 million yuan each year arising from the 
dying off of pigs. Staff quarters constitute an even more prominent problen. 
Since the founding of the state, commercial departments at the basic level have 
never built any quarters, nor have they been allotted any of the quarters com 
pleted under the unified building scheme carried out by the municipal authorities. 


From the above, it can be seen that changes must be brought about in the highly 
concentrated and centralized system of planned management. Otherwise, in the 
dissected and disconnected organization or structure under which functions of an 
enterprise are mixed with those of government, as well as in the existing status 
of enterprises which cannot exercise any power over their own management and 
construction, it will be difficult to readjust the national economy, to cope with 
the cew situation which has already emerged in the actual economic life since the 
third plenary session of the perty Central Committee, and to attain the aim of 
revitalizing the market. Therefore, reforming the commercial system is indeed a 
most urgent task. From now on, it is necessary to set out the reform on the 
basis of survey and study so that a major reform will be effected through a 
series of minor reforms and so that there will be no further delays. 


Where To Start With the Reform of Commercial System 


The Sichuan provincial party committee attaches great importance to the reform 
of the commercial system. In November last year, when the provincial finance 
and trade section reported to the provincial party committee on the tentative 


4 

















reform program, the key comrades in charge of che committee expressed their views 
on many problems. In the main, their views are as follows: (1) In order to 
reform the commercial system, it is first necessary to put the situation back to 
that of 1957 in a planned manner, and of course, new conditions must also be taken 
into consideration. (2) The focal point of the reform is to expand the autonomy 
of enterprises, reduce the number of commodities under general control and bring 
about more channels to obtain goods so that the basic leve! is revitalized before 
reforming the system on top. (3) Wholesale links must be reduced to a minimum, 
and the organizational structure must be adjusted in ar appropriate manner. 
Professional companies must first change the three-tiered wholesale accounting 
system and then adjust the organizational structure. (4) As far as possible, 
direct factory to shop links for local products must be arranged so as to avoid 
intermediary links. Commercial departments should go ahead boldly with the 
reform in this aspect. (5) Attention should be paid to the pricing problem. 
Stricter control should be imposed in 1980 so that the people's lives are not 
affected and stability and unity are not impaired. (6) Commercial facilities are 
very important. The more money that is spent on these, the more losses can be 
avoided. Speedy action must be taken to improve such facilities. There are 
three ways to obtain the necessary funds. The first way is to set aside some 
money in the budget; the second way is to get more money from the portion of 
profits retained by the enterprise; the third way is co take out some money from 
the fund allocated for meeting losses. In short, it is necessary to make some 
arrangements, and not just by relying on finance departments. (7) Industries run 
by commercial departments should be given financial assistance and advice on 
policy matters so as to help them stand on their own step by step. It would not 
be advisable to leave them alone. (8) Commercial departments have to cultivate 
a new idea, that is, to devote major efforts to promoting the sale of commodities. 





Through this survey, we have formed the following ideas as to where to start with 
the reform of the entire commercial system: 


1. Abolish Exclusive Sale System, Improve Planned Management 


Under the existing system, all commodities of the first and second categories are 
for exclusive sale except those for monopolized purchase by the state. This 
method of putting all commodities up for exclusive sale has quite a few drawbacks. 
For example, it can neither benefit the production nor the circulation of com- 
modities. In fact, commercial departments simply cannot underwrite the sale of 
all commodities. It is our view that with the exception of those commodities 
reserved for monopolized purchase and marketing, which should still be disposed 
of in accordance with the rules laid down by the state, all commodities for 
exclusive sale should perhaps in the future be “purchased according to a planned 
quota.'' That is to say, the industrial and commercial departments should enter 
into a contract which guarantees the supply and purchase of a certain number of 
commodities as laid down in a commodity purchase program assigned by the state. 
The production program of the industry can be bigger than the purchase program 
of the commercial department, and there is 10 need to demand that the two be of 
the same size. The portion in excess of the purchase quota (including that of 
increased production) can be sold by the industrial department. In case the 
industrial department is unwilling to sell the commodities by themselves but the 
commercial department is willing to make a purchase, then both parties can 











negotiate a deal. In this way, even controlled commodities will not be com- 
pletely taken up for exclusive sale, and the production department will then be 
able to know directly the market situation and iuprove production. In addition, 
the improper interference by commercial departments in production matters under 
the situation of exclusive sale can be avoided, 


The varieties of commodit‘es covered by the purchase program should aiso be 
reduced step by step as production expands and the situation of supply eases. 
At present, there is a rule that the money spent on centralized purchase and 
guaranteed distribution and on ordering commodities must be more than 80 percent 
of the total cost of purchase. This appears to be a bit too much. In Sichuan, 
the ratio is to be kept at about 70 percent. We consider tiat no fixed ratio 
needs to be made because different regions have different conditions. As for 
commodities not covered by the purchase program, departments responsible for 
industry and commerce at the provincial and municipal levels caa agree on 
following some interim guiding principles for industrial and commercial enter- 
prises at the basic level. Based on such principles, the enterprises can make 
concrete agreements through consultation on the amount of purchase. 


The aims of abolishing the practice of underwriting the sale of commodities and 
improving planned management are to develop production and expand circulation so 
as to cope with the demands of the market by activating production and circulation. 
As far as commercial departments are concerned, this does not mean laying down a 
burden, and as for industrial departments, this does not mean free production. 

It means rather to carry out better the principle of “combining planned regula- 
tion with market regulation, taking planned regulation as the dominant factor 
while attaching great importance to the role played by the market mechanism." 
Therefore, it is first necessary to consult with the departments of planning, 
industry, agriculture and so on to reach a consensus on the steps to take. 


2. Simplify the Wholesale Structure and Reduce the Links of Circulation 


It is a very prominent problem that commercial setups contain too many links. In 
order to reform the system, efforts should be made to increase the channels and 
reduce the links. 


In Sichuan Province, grade-2 commercial centers are on the whole established on a 
reasonable basis. As for grade-3 wholesale centers, more than 50 of them are 
duplicated establishments which are to be closed ↄr merged. In order to break 
free from the restrictions of the “dissected system," it is proposed to put whole 
sale and retail business under separate managenents, combine the accounting work 
of grade-3 wholesale centers in an appropriate way, and carry out management in 
accordance with the standard of professional companies, starting with the depart- 
ment stores. After centralizing the grade-3 wholesale centers, attempts siould 
be made to insure that the business of retail shops is profitable under normal 
conditions. This can be done by adjusting the prices of those commodities which 
do not bring any profit or which only bring losses to retail business because 
they have not been priced fairly within commercial departments or because there 
is not much difference between their wholesale and retail prices. After detach- 
ing retail business at the county level from grade-3 wholesale business, retail 
shops of different trades can be established and put under the control of the 
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county commerce bureau. The county wholesale companies will be responsible for 
wholesaiing industrial products to retail shops in county towns, rural supply 
and marketing cooperatives at the basic level as well as cooperative shops. 


The alm of detaching wholesale from retail business and centralizing the 
accounting of wholesale business is to put grade-3 and grade-2 wholesale busi- 
ness under unified consideration and establish related organizations according to 
the needs of economic zones so as to achieve the aim of simplifying the wholesale 
structure and reducing the links of circulation. The following aspects can be 
taken as the point of departure to foster such a reform: 


Firet, when factories and shops are wiliing to establish ties with respect to 
locally produced and consumed commodities, then regardless of whether or not 
these commodities are controlled, a direct factory to shop link should be 
encouraged. At the same time, the benefit of allowing wholesale discounts 
should be retained by the factories and shops involved (wholesale enterprises 
can still impose certain differential pr‘ © *arnings on controlled commodities) 
so as to encourage enthusiasm for buil: nog ©». h ties. 





Secondly, grade-2 centers at the place ©‘ orecuction should, whenever possible, 
supply goods directly to grade-3 wholesaie agents ac the place of marketing within 
the same province, without going through grade-2 centers at the marketing place 
any more. Grade-3 wholesale enterprises should be allowed to purchase the com 
modities they supply directly to the local area from factories in that area with- 
out going through grade-2 centers. This will give rise to some new problem. 
Therefore, some economic measures should be adopted to help wholesale enter- 
prises solve the problews arising from the change of ciiannels (such as revising 
the financial commitment and so on). 


Third, large and medium-sized cities should establish as quickly as possible 
wholesale markets for commodities so as to activate the circulation of commodities 
of the third category. 


Besides, the stipulation that shops, supply and marketing cooperatives as well as 
cooperative shops at the basic level can choose the suppliers which suit their 
purposes should be further implemented. The method of applying the wholesale 
practice to anyone who contacts the wholesale source can also be considered for 
the supply of any commodities with the exception of controlled commodities which 
are dictated by the practice of planned distribution so as to facilitate launch- 
ing the direct supply of goods. 


3. To Reform Administration of Commodity Prices 


The administration of commodity prices should basically be consistent with the 
planned management of commodities in continuiu, to implement the principle of 
unified leadership and classified management as well as in adopting the following 
three pricing patterns: (1) Fixed pricing, otherwise known as planned pricing: 
The purchase and marketing prices are laid down by the departments concerned of 
the state. The same price is laid down for similar commodities of the same 
quality within the same market. As for new products which have been produced on 
a trial basis, the production unit can fix a price according to the cost or agree 














upon a price with commercial departments and refer it to the leading department 
for approval. (2) Marginal pricing: Industrial products purchased by the state 
and agricultural byproducts going on the market after the quota for state pur— 
chase has been fulfilled are fixed. The highest and lowest purchase prices as 
well as the highest marketing price are fixed jointly by the provincial leading 
departments and the price committee. The prices can only be varied within the 
stipulated margin. This is another form of planned pricing. (3) Uncontrolled 
pricing: All industrial or agricultural producte not covered by the two areas 
of pricing administration mentioned above have prices fixed by the enterprises 
concerned, and transactions of auch products are concluded at a price agreed 
upon between the parties of purchase and sale. Products purchased at a high 
price can be sold at a high price, while products purchased at a low price can 
be sold at a low price according to market conditions. 


The limits of authority to administer prices should be transferred to a lower 
level in an appropriate manner. Take as an example the market selling prices of 
commodities, among which 32 types ar under departmental administration or above, 
while 34 types (including 4 types of nonstaple foodstuffs and 30 types of indus- 
trial products) should be put under the administration of localities. In addi- 
tion, 68 types are under provincial administration while 86 types (including 23 
types of nonstaple foodstuffs and 63 types of industrial products) should be 

put under a lower administrative level. 


Administration of the price range charged by the catering services trade should 
be more flexible. In the case of the catering trade, attempts can be made to 
etipulate only the overall gross rate and classified gross rates. Enterprises 
should fix their own prices provided that they stick to the gross profit rates. 
As for the repair services trade, the criteria for the maximum charges can be 
stipulated according to different grades of the trade under the principle of 
‘supporting a trade with the incomes of the trade." Enterprises should fix by 
thempelves the specific charges within the stipulated ranges. 


However, the pricing problem involves a very broad scope. The reform in this 
respect has to be carried out according to policies and stipulations laid down 
by the state. 


4. Develop Collective Business and Manage Cooperative Shops Properly 


Many problems exist in the management of cooperative shops. The main ones are: 
(1) There is no guarantee on the volume of goods a shop can stock. The shop can 
just crade on whatever volume the wholesale department of the company supplies. 
(2) There is a heavy burden imposed by high tax rates. In comparison with handi- 
craft industries, cooperative shops are subject to a lower starting point on the 
tax scale and higher tax rates. Por a similar amount of profit, the tax charged 
is 30 percent more than that imposed on handicraft industries. (3) The number of 
retired workers or workers on sick leave is enormous. On the average, two active 
workers have to support one retired worker or worker on sick leave, and some 
enterprises cannot afford the expense. (4) The business premises are dilapidated. 
(5) The control over cooperative shops is even stricter than that over state- 
operated stores; enterprises cannot make their own decisions on such aspects as 
purchase, sale, employment of capital, disposition of commodities, wages and 
rewards and so on. 














To manage cooperative shops properly and develop collective business is 4 major 
policy in forming the channels, in activating the interflow of commodities 
between cities and rural areas, as well as in promoting prosperity in the social- 
iat market. To counter the above problem, the solutions are proposed: 


Firet, the leadership over collective business should be strengthened. Commer- 
cial departments a° various levele should have the regular organizations and 
ataff to specialize in providing solutions to problem relating to collective 
business. 


Second, administration and management departments of industries and commerce in 
various towns and counties should approve the range of business according to the 
demands of the market. State-operated companies should treat every shop equally 
without discrimination when allotting commodities; besides, cooperative shops 
should be allowed to organize part of supply of goods by themeelves. Rural 
cooperative shops should in principle get their etock directly from wholesale 
companies. 


Third, appropriate reductions in the rate of profit tax iq@posed on cooperative 
shops should be made. 


Fourth, overaii planning in settling the expenses for retired workers should be 
done. It ie recommended that workers’ retirement funds be established from 
which centralized payments in proportion to the wages can be made to meet the 
expenses of retirement pay incurred by state-operated and cooperative business. 


Fifth, separate collective enterprises, each having en independent accounting 
system and assuming sole responsibility for its profite and losses, should be 
organized for the newly recruited job-seeking youths. Temporary attachments 
should not be allowed in collective business. This should not be taken as a 
transition stage leading to formal employment for the job-seeking youths. Such 
an arrangement will facilitate the strengthening and development of collective 
business. 





5. Expand the Power of Decisionmaking of Commercial Enterprises 


Last year, the commercial departments and affiliated organizations in Sichuan 
Province carried out an experiment in 40 units to expand the decisionmaking 
power of commercial enterprises. This year, the experiment is to extend to 100 
unite. In addition, in the four cities of Chengdu, Chongqing, Zigong and Dukou, 
another 50 enterprises (including 40 retail enterprises and 10 trade varehouses) 
were chosen to carry out on a trial basis the method of paying a profits tax 
instead of turning in profits to the state and the gethod of assuming sole 
responsibility for profits and losses. 


Expanding the decisionmaking power of enterprises means primarily to expand the 
power to stock goods and to expand the financial power to a certain extent, 
particularly to reserve some money from the excess profits for the three special 
funds of an enterprise, by sticking to the principle that the state should get 
more while an enterprise should get less. Thic will be conducive to integrating 
the interests of the s-ate, the enterprise and the workers, to overcoming step 




















by step the shortage of the means of business management and of welfare facili- 
tiles for the workers, as well as to bringing into play the initiative of the 
workers. However, it ie an essential prerequisite to fix the marketing and 
profite program for the year in 4 rational manner. Three ways to fix the 
profite program of enterprises in the year 1960 were raised while conducting 
the etudy in Sichuan. One is to add the planned profite of 1979 to the actual 
performance and then divide by 2. The next is to add together the actual per- 
formance of the previous 3} yeare and then divide by 3} to obtain a base, which 
ie fixed for several years with an increase of 5 percent for each successive 
year. The third is to assess the capital profits rate. All these methods can 
be carried out on a trial basis. 
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{Text} Why is the integration of regulation by planning mechanism and regula- 
tion by market mechanism necessary in a socialist economy? What is the relation- 
ship between regulation by planning msechanise and regulation by market mechanisa? 
How should they be integrated? These are important theoretical and practical 
questions on which research has just begun. Here I would like to advance ay 
personal views that still need continuous development and supplementation. 


1. Why is the integration of regulation by planning mechanism and regulation 
by market mechanism necessary in a socialist economy? 


A socialist economy is built on the basis of enlarged socialized production, 
which requires the full development of a commodity economy as its prerequisite. 
A capitalist or socialist economy can develop on the basis of enlarged socialized 
production. In our cities, a commodity economy may be said to have developed. 
But with the exception of a few big cities, enlarged socialized production has 
mot yet reached a level of high concentration, one where people share out the 
work and cooperate with one another. A commodity economy has not been fully 
developed in our vast countryside and a natural economy still prevails. It is 
therefore necessary for our c»untry to energetically develop a commodity economy 
and enlarged socialized pr-“uwction on the basis of developing a commodity economy. 
At the present stage ov: socialist economy is the kind of commodity economy which 
ie based on the two socialist public ownerships (led by ownership of the whole 
people) of the seans of production and which allows the coexistence of many 
economic sectors. This is different from the commodity economy under the system 
of capitalist private ownership. 


The commodity economy has evolved through several stages: the small commodity 

economy, the capitalist commodity economy and the socialist commodity economy 

based on public ownership of the means of production. On the ome hand, because 

the means of production are owned by the public, it is necessary and possible 

for us to conduct planned sanagement of the national economy. On the other hand, 

we still have to develop a commodity economy and enlarged socialized production. 
f 


a 
It follows that use gust be made o 











In the past 30 years, most of the arguments in the academic circles centered on 
the commodity economy and the law of value. The socialist economy has been a 
subject for discussion and debate for more than 100 years since the time of Marx. 
Marx, in “Critique of the Gotha Program" mentioned that socialism was the 

initial etage of communiem and there had to be traces of capitalism. The traces 
he referred to were distribution according to work. Marx assumed that there 

could be no commodities or currencies in socialiem, but the socialism he con- 
ceived was built on the basis of a highly developed capitaliem. He did not 
conceive of a state constructing socialism where capitalism was only moderately 
developed and which has just begun to develop capitalism as is the case in China 
where the small commodity economy and even the natural economy prevail. In "The 
State and Revolution" the views of Lenin were basically those of Marx. In the 
early stage of the October Revolution, the Soviet Union adopted the system of 
wartime communism, trying to abolish the relationship between commodities and 
currency, but to no avail. Summing up the experience of wartime communism, Lenin 
explained that much of the small commodity economy still existed then, and, in 
addition to maintaining the relationship between commodities and currency, com 
merce had to be developed, bringing into full play the important role of commerce. 
Yet he did not mention whether there would still be a commodity economy after 
socialism was reformed. Following collectivization of the Soviet Union's agri- 
culture, Stalin pointed out the coexistence of the two socialist public ownerships 
in a socialist society. At the same time, there was the working class and the 
peasantry and there had to be exchanges. But no mention was made as to whether 
the exchange between the two socialist public ownerships referred to that of 
commodities and whether the law of value had to be utilized. Since then there has 
been prolonged argument as to whether the exchange between the two socialist pub- 
lic ownerships referred to the exchange of commodities. It was not until Stalin's 
later years when the article “The Socialist Economic Problems of the Soviet Union" 
was published that the existence of the exchange of commodities between the two 
socialist public ownerships was confirmed. Hence the law of value had to be 
utilized. Thirty years after that, however, the Soviet Union has not been able 
to come up with a satisfactory answer as to whether commodity exchange exists in 
a socialist economy. Consequently, neither the law of value nor the market was 
fully utilized. Stalin's system of economic management was not conceived in the 
context of a commodity economy, but in that of a natural economy (self-sufficiency, 
planned production and distribution within the entire society). Things were not 
done according to the principle that products were commodities and that exchange 
should be conducted at equal value. Rather, the socialist economy was treated as 
an inseparable whole and the relative independence of enterprises was not recog- 
nized. In his remaining years, Stalin summed up the 30 years' experience, formally 
recognizing that there was such a thing as commodity exchange and that the law of 
value was still functioning. But in the same book he said it would be wrong to 
think that the law of value had a regulatory effect on the production of agricul- 
tural raw materials, because agricultural produce was produced in accordance with 
plans conceived by the state which fixed all the prices of agricultural raw mate- 
rial. Hence the requisition price for agricultural produce then set by the Soviet 
Union seriously violated the law of value. 





Would there be exchange of commodities after the transition from collective owner- 
ship to ownership by the whole people? This Stalin did not say and the question 
later became owr bone of contention. In 1959, there was heated argument at an 
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academic seminar in Shanghai. There were roughly three ways of viewing it at the 
time. The first was that there was no exchange of commodities within socialist 
ownership by the whole people. But this was the opinion held by only a handful 

of people. The second was that consumer goods sold by the state to the staff and 
workers were not commodities and opinion differed greatly. ‘Two articles were 
published in RED FLAG at the time. One of them was written by me, acknowledging 
that consumer goods were commodities, while the other said that since labor force 
was not a commodity, consumer goods sold by the state to the staff and workers 
were not commodities. At a study conference held in Hainan Island in 1959, 
Comrade Liu Shaoqi said that there would be an exchange of commodities as long as 
there was distribution according to work. Arguments over this question went on 
until the early 1970's. In 1972, the “Political Economy of Socialism" compiled 
and published in places such as Shanghai still insisted that consumer goods were 
not commodities. The third way was that, as far as exchange among the state-run 
enterprises was concerned, Stalin said only the outward appearance of the commodi- 
ties remained. This was what most of us thought, too. Yet there was just a little 
question. In my article I mentioned that, while the entire state was an owner, 
economic accounting was necessary among enterprises, so was exchange at equal 
value which should be done by adopting the form of commodities. Looking from this 
angle, we might say that there was an exchange of commodities to a certain extent. 
It was not until the recent augmentation of the autonomy of enterprises that the 
exchanges among enterprises were confirmed to be exchanges of commodities. A 
state-run economy is owned by the whole people. Yet, in spite of this, united 
production and distribution were not possible throughout society and the country. 
The management system of “eating from a big pot" treats socialist ownership by 

the whole people as an absolute entity and does not recognize that each and every 
enterprise in this entity is a cell with independent vitality, that there must be 
relative independence and that exchanges of commodities are necessary among 
enterprises. To manage enlarged socialized production, this management system 
uses the ideology of the natural economy. To solve this problem theoretically, we 
have to analyze the structure of the socialist economy. To maintain the initia- 
tive, creativity and enthusiasm of enterprises in the socialist economic entity, 
relative independence is essential and the enterprises must assume sole responsi- 
bility for their profits or losses to a certain extent. In addition, there must 
be a little competition among enterprises. 


When we carried out our First Five-Year Plan, the economy was managed according to 
the Soviet pattern. At that time, because of the existence of such economic sec- 
tors as capitalist commerce and industry and the individual economy, extensive use 
of the market had to be made. As cap‘’ alist commerce and industry and individual 


economy were all independent econc ° ‘uctures, we had to guide and organize 
them through the market. we als: establish contact with them through 
commercial departments and placin; re for processing materials or supplying 


manufactured goods. As for agricul. e and handicrafts, we also made use of the 
law of value through the market to guide and organize them. By means of the 
market, we were in contact with private capitalist commerce and industry, 
individual agriculture and small-scale handicrafts. Then enlarged socialized 
production began to develop in our major cities. These cities formed naturally 
into economic centers according to the needs of economic relations. They are in 
direct contact with one another and form networks without having to be subject to 
restrictions of trades and districts. Cities such as Shanghai, Tianjin and 























Guangzhou can have direct connections with other medium and email cities and do 
not have to be eubject to the restrictions of divisions of administrative dis- 
tricts. But after the transformation of socialiem, which was then adopted across 
the land, the effect of the market was canceled because of the state monopoly for 
purchasing and marketing. Though there was exchange of commodities in form, 
because of the system of “eating from a big pot," no one cared whether they made 
profits or losses. The production autonomy of the socialist collective economy 
was also basically rescinded. The whole country was divided into departments and 
districts, destroying the existing commercial connections. in the past, direct 
connections were possible among production, supply and marketing, but now things 
have to be run by departments and districts. In the days of old China, Yizhong 
Tobacco Company linked together the cigarette factories in Shanghai and Qingdao 
and tobacco leaf-producing areas such as Xuchang in Hunan, Fangzi in Shandong and 
Fengyang in Anhui, making supply, production and marketing a coordinated process. 
But now the tobacco industry is managed by two departments (industry and commerce) 
in five districts. Consequently supply, production and marketing are completely 
dislocated. Small tobacco factories are opened in tobacco leaf-producing areas 
and the big factories do not get sufficient raw materials. Such unreasonable 
phenomena show how our management system is a unitary administration which does 
not meet the requirements of enlarged socialized production. In the city of 
Wuxi, many old retired workers from Shanghai run quite a number of commune-team 
industries. They go it alone, secure orders for supplying manufactured goods to 
big factories in Shanghai and are trusted by Shanghai as far as their products are 
concerned. When the commune-team industries were to be brought in line with the 
state plan in 1978, these enterprises were all supposed to be incorporated into the 
plane for the county of Wuxi. Under the management system, contacts with places 
outside the province could only be made through Nanjing, Jiangsu Province. If 
this had had to be complied with, not only would the planning department have 
found it difficult, but the commune-brigade enterprises would not have been able 
to survive, either. In 1979, the situation deteriorated as the mechanical indus- 
try did not get enough assignments. But later wnen they were allowed to please 
themselves in securing orders for the supply of manufactured goods, Shanghai, 
departments under the party's Central Committee and the State Council and other 
provinces all approached them in Wuxi for contracts. As a result, instead of 
being reduced, production was increased by more than 20 percent as compared with 
1978. At present, many of the big mechanical factories are trying to find ways 
for themselves to secure orders for supplying manufactured goods which are not 
included in the plans. The profits are rather handsome despite orders for small 
batches with less output value. In the past, we discarded the naturally formed 
economic connections that suited enlarged socialized production, thinking that 
they were contrary to objective economic law since they had not been brought in 
line with the state plan. It was not until last year that this convention was 
thrown to the wind and the economic connections were strongly advocated by the 
new media. But because the rules and regulations were not amended in time, the 
“reasonable but unlawful" situation still existed. We used to adopt the system 
of state planning which undertook all the production and marketing. This defi- 
nitely is not going to work. It would suffocate the economy. We have tens of 
thousands, even hundreds of thousands of product varieties and only a few 
hundred or a few thousand of them have been brought in line with the state plan. 
We have to admit that they have the right to be related to one another through 
the market. Except for a few products that need planned purchase and supply, 
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enterprises should be given a free hand to engage in the production and exchea ge 
of commodities not included in the state plan, and to link them together through 
the market. The practice of the state controlling all the income and expenditure 
and a state monopoly for purchasing as well as marketing regardless of the economic 
effect, caveing dislocation between production and demand, must be changed. A 
question wee raised last year: How can our production be made to suit the demands 
of the market? During our visit to the United States last year, some comrades 

put thie question to the American professors, who were rather amazed. They felt 
that, if there was no demand in the market, why keep on producing? Wouldn't 
halting production solve the problem? They did not realize this has been a major 
problem in our management system for the past 20 years or more. 


Now we must go on with the reform of the system and give enterprises more 
autonomous powers, making them relatively independent economic entities which, 
after complying with the requirements to turn over to the state part of their 
profits, should assume sole responsibility for their profite or losses. As a 
firet step toward achieving this goal, we started to divide up the profits in 
1979. But many difficulties were involved in carrying out this method, and 
there were many disputes. I am afraid that in future we would have to pay tax 
rather than turning over part of the profits to the state so that these problems 
might be solved. The state sector of the economy is not the same as the collec- 
tive economy. Generally, the state sector of the economy has to guarantee that 
60 percent or even mre than 80 percent of the profits go to the state in the 
form of taxes. Then it assumes sole responsibility for its profits or losses 
after turning over part of its profits to the state. 


At present, there has been a breakthrough in production and marketing according 
to plans. After carrying out the state plan, industrial departments are allowed 
to produce things in accordance with the market demand. As for marketing, except 
for a few important commodities, commercial departments can make selective 
purchases. What the commercial departments do not buy, the industrial depart- 
mente themselves may sell. In this way, selective purchases on the part of the 
commercial departments and the selling on the part of industrial departments are 
integrated. Industrial departments can assume production and marketing of some of 
the emall commodities. Alternatively the commodities can be sold to retailers 
direct, bringing into full play the regulatory effect of the market. In the past, 
neither the industrial nor the commercial departments cared about which commdi- 
ties sold well and which did not. All they had to do was to produce and purchase 
in accordance with the state plan. The situation changes with regulation by 
market mechanism. The commercial departments no longer purchase products kept 

in stock for a long time. Instead, they buy more products that are in short 
supply to meet demand. Under the circumstances, factories have to produce less 
products of which there is a glut and more of those in short supply. Previously 
there were purchasing agents all over our country while salesmen were found 
everywhere in other countries. Last year we began to have salesmen too and 
advertisements began to be printed. The situation where some commodities are 
kept in large quantities for a long time while there is an acute shortage of 
geome other commodities has improved. 


Following the augmentation of the autonomous powers of enterprises on an experi- 
mental basis, the prices of many products are obviously out of keeping with their 
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value, causing differences in the percentage of profits due to trades and enter- 
prises. Consequently, some are happy and some are not. Similarly, because of 
unreasonable prices, some products which are in excessive supply are still being 
produced as they can be sold at high prices for big profite. However, trades and 
enterprises are unwilling to produce some of the products that are in short 
eupply because of the low prices these products have to be sold at. This is a 
serious problem. To solve it completely, the system of prices for all products 
being set by the state must be scrapped. Except for a few major products, the 
production and marketing departments can negotiate an agreed price. As the 
supply of many products is unable to cope with the demand, it is hard to adopt 
the proposed system generally. But from a long-term point of view, it is impos- 
sible for the state to set the price for hundreds of thousands of products and 
sound use must be made of the regulatory effect of the law of value. 


The problem of the labor system is also very serious. For many years, the labor 
force in the cities has been arranged by the labor departments and no one has 
been allowed to solicit help on their own. Consequently, more and more young 
people are awaiting employment. This is becoming a hard nut to crack. The 
problem of many factories being overstaffed is one that no one can handle. But 
there are too few staff and workers in banks, shops and other service trades, 
adversely affecting production and services for the people. Thus we have a sit- 
uation where there is a shortage of workers on the one hand and yet there are a 
great many people who are jobless on the other. Some units are staffed with 
people who do not want to be there while others who do are rejected. Posting 
also creates a difficult problem. A large number of technicians cannot apply 
what they have learned and the scientific knowledge they spent years and years 
acquiring has not been utilized for the benefit of the country. As to the 
question of employment, meetings have been held at labor departments to discuss 
it. Two solutions have been suggested: employment arrangements should be made 
by the labor departments while young people wishing to be employed should look 
for jobs by themselves. Factories should have the power to decide for them 
selves in recruiting workers, and so should the people who wish to be employed. 
Besides, these people should be allowed and encouraged to solicit help in finding 
employment while the state should guide and assist them. 


2. How should regulation by planning mechanism and regulation by market 
mechanism be integrated? 


A socialist economy must have planned management. All production and the liveli- 
hood of all the people depend on the planned arrangements of the state. But this 
kind of planned management must be administered to a fairly large extent through 
regulation by market mechanism. If both planned management and regulation by 
market mechanism are necessary, how are these two to be integrated? What is the 
relationship between them? These are complicated questions. Our thinking in 
this respect differs from that of the Soviet Union and Yugoslavia. The Soviets 
still lay stress on regulation by planning mechanism. This is because they are 
engaged in an arms race, their construction scale is too big and many of their 
products are unable to satisfy demand. When demand exceeds supply, state planned 
distribution becomes necessary. Regulation by market mechanism is overemphasized 
in Yugoslavia, and it seems that their state plan does not exert much control. 
Their federal government does not do any capital construction investment, all of 
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which comes from enterprises or joint ventures by enterprises. There is little 
the Yugoslav state plan can control. Every enterprise wants to increase produc- 
tion and the ecale of capital construction expands freely. At the same time, 
every enterprise wants to improve the living standard of its staff and workers 
and the purchasing power of the society is aleo expanding freely. The total of 
accumulation and consumption far exceeds national income, thus leading to 
serious inflation. Now the Yugoslave are examining the situation and action is 
being taken. 


According to our 30 years’ of experience, what should the state control? The 
first thing to control is the scale of construction. The second is the extent 
to which the people's living is to be raised. There should be an overall plan 
for economic construction and the people's livelihood. How much of our national 
income is going to be used in economic construction? How much of it is going to 
be used in improving the people's livelihood? There should be plans for all 
these aspects. For the last 30 years, our economy has been at fault just 
because the ratio between accumulation and consumption was not well monitored. 
Things were all right during the First Five-Year Plan pei‘od. For the Second 
Five-Year Plan, Premier Zhou's proposal was intended to arrange production and 
construction on the basis of overall balance. Had construction been carried out 
in accordance with Premier Zhou's plan, there would definitely have been no 
violent fluctuations. Production would have increased steadily and the living 
standard of the people would have continued to rise. In our socialist country, 
we all want to see faster production development, but then the construction 
scale would be enormous. During the 3 years of the “Great Leap Forward," 
everyone was called upon to tighten their belts, engage in construction and 
carry on a bitter struggle to put an end to the backwardness in 3 years. Con- 
sequently, because of the excessive construction scale and accumulation rate, 
not only was the people's livelihood affected, but also the development of 
production was hindered. Agricultural production decreased in 1959-1961, as did 
industrial production in 1961 and 1962. According to our 30 years' experience, 
fast development is possible at an accumulation rate of about 25 percent or a 
little more with our existing production level. Once the rate exceeds 30 percent, 
dislocation of ratio will occur and production will drop when the rate reaches 
40 percent. As no summing up of experience was possible (once you sum up, you 
are against the "Great Leap Forward"), the idea that production should be 
developed at great speed which in turn necessitated a high rate of accumulation 
and bigger construction scale was pursued for all these years and was not 
corrected. From 1970 onward, the accumulation rate exceeded 30 percent every 
year. Consequently, there was no way the people's livelihood could be improved 
and there was a shortage of supply on the market. After the crushing of the 
“gang of four," we should have recuperated, multiplied and readjusted the dis- 
located ratio. However, another “Leap Forward" took place in 1978 and the 
accumulation rate reached as high as 36.5 percent, showing clearly that the 
ratio had been dislocated. Readjustment was faster this time under the policy 
of raising the living standard of the people and reducing the scale of capital 
construction. In criticizing the ultraleftist line in the villages in 1978, the 
two “doing things on a big scale" were stopped, and the policy of recuperating 
and multiplying adopted. Agricultural production increased substantially. In 
1979, agricultural production again increased by a large extent following the 
raising of purchasing prices for agricultural products. The peasants’ livelihood 
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was greatly improved, too. Even peasants eating resold grain are earning more 
and their living standard ie improving because household sideline production and 
enterprises run by commune brigades have developed. Forty percent of the staff 
and workers in cities were promoted in 1977, another 40 percent also got promoted 
in 1979 (many unite did not conduct any promotion exercises until this year 
because of the difficulties in grading). Furthermore bonuses were awarded. The 
policy laid down last year to reduce accumulation and increase consumption is 
absolutely correct. In the course of its implementation, consumption was 
increased by 10 billion yuan, exceeding the plan by approximately 4 billion yuan. 
Much of the target to cut down capital construction by 9 billion yuan fell 
through because the plan came too late. At the same time, as the local con- 
struction scale got bigger, the investment total was just a little more than last 
year. With consumption exceeding what was planned while accumulation was not 
reduced as much as it should have been, there was a financial deficit. This 
year, consumption is not going to fall. Instead, it will further increase. The 
price of a few agricultural products will have to be readjusted and increased a 
little because the payment of most of the increases in wages last year was 
deferred until this year. The debts we have owed for more than 20 years should 
be paid back. As a matter of fact, not enough has been repaid, but already the 
state is shouldering a very heavy burden. So for the next couple of years, 
advance cannot be too great. 


When we were discussing the aim of production last time, some comrades said that 
since we had all been engaged for decades in the field of economy, how could we 
not know that the aim was to improve the people's livelihood? I told them we 
knew that all right, but we did not do it. Our average rate of increase in 
industrial production was 11.2 percent from 1952 to 1978. Except for Japan 
which at one time had a production rate of over 10 percent, no other capitalist 
country had such a high rate of increase--those whose rate of increase reached 

5 to 6 percent would be considered as having a high rate. Despite our high rate 
of increase in production, our people's livelihood has not improved much since 
1957 because of excessive accumulation and the low economic effect of production. 
So what the aim of production is remains a question without an answer. 


On the other hand, *hough the state has only repaid a small part of the debt owed 
to the people as far as their livelihood is concerned, the burden the state has 

to bear is already very heavy. Many say that it is wrong for the people's living 
standard to be raised in excess of the country's capability for production. I 
disagree. Debts are debts. They have to be repaid and when we do, naturally 
consumption will increase. Inevitably there will have to be a few years in which 
a little more of the products are consumed than accumulated. It is only when con- 
sumption exceeds accumulaticn that debts can be repaid. But it would be difficult 
if we want to repay more. The people will understand if we honestly explain to 
them the difficult situation the state is in (a concrete indication is that we 

are now suffering from a great financial deficit). The relationship between 
capital construction and improvement of living standards must be grasped. The 
increase in national income over the next few years should mainly be used to 
improve the people's livelihood, including to build more domestic premises. The 
scale of economic construction must no longer be increased. 
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It appears that the total of accumulation and consumption must be strictly con- 
trolled by the state plan, while the state must control the total of investment 
in capital construction. Once the investment total has been decided, the state 
should also be responsible for the management of mauy major construction item, 
not the local authorities or enterprises. As for the small and medium items, 
particularly tapping potentials, innovations and reforms, money from banks anc 
funds kept by the local authorities and enterprises themselves can be used. 
Under the existing circumstances, it would be better if investment from funds 
allocated by the state could account for 50 to 60 percent of the total invest- 
ment. From now on, the banks should be brought into full play and we should not 
depend entirely on funds being allocated by the state. I wonder if major items 
could be financed with financial allocation (which should also be made through 
construction banks charging interest), and small and medium ones with bank loans. 
Banks can be asked to share a little of the financial burden, finance some of the 
investment and make loans. In raising a loan, one would have to pay back the 
principal plus interest. Hence enterprises would calculate carefully and budget 
strictly, thus saving more money than acquiring funds through financial alloca- 
tion. 


There are some products the state would do well to interfere with less or not at 
all, so that enterprises can be directly responsible for both production and 
marketing. Directive plans such as those for cotton cloth and steel products 
are necessary. But the production and marketing parties should be allowed to 
negotiate the varieties, specifications, design and colors, and draw up purchase 
plans according to the needs of the market before mapping out production plans 
based on the purchase plans. This method can be more flexibly applied to many 
articles of daily use. Enterprises can even produce and sell small commodities 
for local sale, or factories can sell the commodities direct to retail shops. 
The state lays down the target for reference and the enterprises will see to the 
rest. At present, with the demand for quite a number of products exceeding 
supply, the state directive plan can only reduce in size gradually. When the 
problem of the dislocation of the natural economic ratio is basically solved an: 
production and demand are balanced, directive targets may be reduced to a mini- 
mum. The state provides enterprises with targets for reference and information 
relating to the market and to guide the direction in which the production of 
enterprises should develop. A concrete method of guidance is to make use of the 
economic lever: price policy, taxation policy and readjustment of bank credit, 
and so forth. In this way, the market will be stimulated, and the production of 
enterprises will meet the demand of the market. 


Formerly it was thought that if you carried out regulation by planning mechanisa, 
you would not be able to carry out regulation by market mechanism. This is 
wrong. The two should be used simultaneously. Much of the regulation by planning 
mechanism is conducted through regulation by market mechanism. The balance 
between supply and demand in the market is then guaranteed. However, regulation 
by planning mechanism and regulation by market mechanism does not mean that some 
products need regulation by planning mechanism and others need regulation by 
market mechanism. Regulation by planning mechanism is conducted for many 
products through regulation by market mechanisn. 
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What everyone is most concerned about is the price, which plays an important 
regulatory role. As the system of “eating out of a common pt" was practiced 
in the past, nobody cared about making profits or incurring losses, and the 
incongruity between price and value got greater and greater. The situation of 
production is always changing. For instance, agricultural and mineral products 
are subject to the restrictions of natural conditions. It often turns out that 
the more they are produced, the greater the cost will be. On the other hand, 
the more the processing industries produce, the lower the cost will be. The 
price of a great many products has not been readjusted for a long time. Prices 
have been frozen for a period of 12 years since the “Cultural Revolution." 
Profits from products of processing industries get bigger and bigger while 
those of agricultural and mineral products and the raw materials industry become 
smaller and smaller. Consequently there are more and more of those products 
that are already in excessive supply and less and less of those in short supply. 
The imbalance between the production and marketing of products is also 
deteriorating. 


From now on, the departments responsible for fixing prices should readjust 
prices according to the law of value. In my experience as chairman of the price 
committee for several years, it was impossible for the departments to fix all the 
prices according to the law of value. With hundreds of thousands of products, do 
you think you can calculate all the costs correctly? After the cost has been 
calculated, the production departments say the price is too low while the con- 
sumers complain that it is too high. As a result, no final decision can be taken 
and the matter drags on for years. This is really absurd. The mechanical 
processing industry has suffered considerably from the adverse effects of this 
kind of planned price system. While the sale of spare parts and replacements 
brings great profits, the cost of assemling machines is high. At the moment, 
the Shanghai Mechanical Company is adopting the system of coordinated price. 

It reduces the price for the spare parts and replacements so that the profits 
thus obtained are generally the same as those made through assembly of the 
machines. A coordinated price is spontaneously fixed by the law of value. This 
used to be unlawful. But the validity of a coordinated price must be recognized 
now. This price is more reasonable than a planned price. It seems to me that in 
future, readjustment of planned prices can be effected by studying the coordinated 
price. The state cannot be depended on to fix the price for hundreds of thousands 
of products. The production and marketing departments should be allowed to con- 
sult each other as to how prices should be set. Some comrades say this would lead 
to chaos and soaring prices. I do not think it would. Presently mechanical 
products are not selling well. Through regulation by market mechanism, their 
price would definitely reduce rather than increase. Some steel products are 
overstocked and some are out of stock. If the system of regulation by market 
mechanism were adopted, price reduction and increases would probably be roughly 
the same. Furthermore, when the prices of these products are readjusted, it only 
means that money would go from one hand of the state into the other, as enter- 
prises, be they producing or in need of the products, are all owned by the state. 
It would not affect the stability of prices in the market. Neither would it 
affect the balance Letween revenue and expenditure. There is an objective law 
regarding the increase and reduction of prices and the fact that prices do rise 
and fall is attributable to the role played by the law of value. Prices rise 
generally because the currency is devalued. All the state has to do is to con- 
trol the amount of currency issued and use the law of value to readjust prices, 
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and there will not be a general rise in prices. Reguiation by market mechanism 
will not be brought into full play without readjusting prices. But at present 
the purchasing and relling prices of some important means of livelihood (for 
example, foodstuffs and edible o11) are coupled together. Any readjustment will 
affect the livelihood of the people. So the prices should not be readjusted for 
the time being, that is, not until the state is able to raise wages by a great 
percentage. In the meantime, any loss should be subsidized by financial depart- 
ments of the state. To effect a general readjustment of prices now is still 
difficult. Before the state's vitality has completely recovered, it is not fit 
to undergo too big a shake-up. Therefore, the price of those commodities 
(mainly means of livelihood) that would not affect people's livelihood very much 
and the revenue and expenditure of the state can be readjusted sooner. Special 
care must be taken in readjusting the prices of important means of livelihood. 
The direction of reform is positively correct, but we must progress steadily. 
When the final readjustment of prices is completed and reform generally finished, 
our economic situation will be very different. 
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NATIONAL POLICY AND ISSUES 


‘JINGIT GUANLI': PROMOTE INTEGRATION, COMPETITION 


4K070649 Beijing JINGJI GUANLI [BCONOMIC MANAGEMENT) in Chinese No 10, 15 Oct 80 
pp 17-20 


[Article by Ma Hong [7456 3163]: “Integration and Competition in Socialist 
Economy (1)") 


(Text) The principle of “taking advantage of superior features, protecting 
competition and promoting integration” put forth by the party Central Committee 
is an important principle for building socialism. To correctly underetand and 
implement this principle is of great significance for readjusting the national 
economy, restructuring the economic management system, combining regulation by 
planning mechaniem with regulation by market mechanism and speeding up economic 
development and the construction of the four me-dernizations. This article mainly 
deals with questions of integration and competition. 


(I) 
Economic Integration May Become a Major Organizational Form of National Economy 


A very important task of socialist society is how to organize well the national 
economy #0 as to attain the best economic results with least labor consumption. 


Lenin pointed out that the road of organization is long. The organizational 
form of a new society can be created only through practice. These words of 
Lenin are applicable to socialist transformation as well as to socialist con- 
etruction. 


Though our economy is still very backward, it has a certain foundation after 30 
years of development. At present our country already has 355,000 industrial 
enterprises, including 83,000 under ownership by the whole people and 271,000 
under collective ownership. Industrial departments include 104,000 machinery 
industrial enterprises, 22,000 chemical enterprises, over 5,100 metallurgical 
enterprises, over 8,900 electric power enterprises and over 46,000 construction 
building material enterprises. In addition, there are 1.46 million commercial 
and service units, 1.48 million enterprises of the people's communes and produc- 
tion brigades and 16,000 state agricultural, forestry, pastoral and fish farms. 
But not all these enterprises are organized well. There are still many problem 
in production, circulation, distribution and consumption. Yet these enterprises 
have a very big potential. 
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To organize socialist enterprises in a rational way and enable them to display 
their potentials and advantages ie an important question that has to be studied 
seriously. Two yeare ago, there was 4 suggestion to set up, from upper to 
lower levels, national or regional specialized companies and comprehensive com 
panies composed of various enterprises throughout the country. But it seem 
now that it te impossible to set up euch companies at once. Organisational form 
of the economy are decided by the level of productivity. The socialization of 
our production ie not high, while the development of various departments and 
enterprises in various regions ie far from being balanced. In such a situation 
it is impossible to organize all enterprises at once into specialized and compre- 
hensive companies characterized by high concentration of labor force, finance, 
materiale, production and supply and marketing. If we fail to proceed from 
reality, fail to consider the need of the development of production and fail to 
consider economic results but instead organize all enterprises into such com 
panies by order from above, such a move will result in nothing but “old wine in 
new bottles." Such companies are in fact covert administrative organs that will 
only bring more duplication to administrative work and bureaucracy and will fail 
to promote economic development. Practice has proven that such a move fas many 
defects. For example, with a degree of concentration, such companies can easily 
turn into monopoly organizations that will hamper competition. Such organiza- 
tions can easily concentrate into the hands of higher authority power to deprive 
enterprises of the limited autonomy they have just won and hamper their initia- 
tive. Such companies will also sever the economic relations among the enter- 
prises. Consequently, when the enterprises of a company want to coordinate with 
those of another company, the company to which these enterprises belonged must 
first of all contact the other company and the enterprises of these two companies 
can coordinate only after approval from the companies concerned. Another defect 
is that with such companies, economic results may be neglected. For example, the 
Northwest Farm Machinery Company, which was set up in March 1978, is composed of 
144 factories that have to organize cooperation within a vast area covering 3.3 
million square kilometers. The greatest distance between factories is several 
thousand kilometers. In addition, 20 percent of the factories are not located 
along railways. As a result, the cost of a tractor made by this company is as 
high as 15,000 yuan, compared with 9,900 yuan for a similar tractor made in 
Tianjin. 








Experience has also proven that to organize various integrated economic organize- 
tions through various forms and carry out rational coordination between specialized 
departments on the basis of voluntary and mutual interest is beneficial to taking 
advantage of superior features, launching competition and speeding up the 
development of the economy. This year, enterprises in Sichuan Province and other 
places have taken the road of integration on their own initiative to establish 
various forms of economic integration. This has a number of advantages, includ- 
ing: They make it possible for various economic units to take advantage of their 
superior features and improve economic results; they enable enterprise « to link up 
economic relations among themselves so as to break away from regional blockades 
and division by departments; they are helpful for realizing coordination between 
specialized departments, avoiding unnecessary repeated construction and avoiding 
blind production; and they meet the interest of attracting local and enterprise 
finance into urgent economic construction. All these are possible because such 
integration has many advantages. It is because of these advantages that when the 
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integration was first advocated by the party Centril Committee, many enterprises 
in various places established such econowic integrition. In the firet half of 
this year, 140 joint enterprises were est iblished 1 various form in Shanghai's 
light, textile and handicrafts industries and they have gained sotable economic 
achievements. For example, the handicraf: enterprises that took part in joint 
ventures generally vegan their production } months after they signed contracts. 
In @ matter of 6 monthe they formed produ tive ability. They can recoup their 
investments in 1 year. Such joint ventur « mainly use existing equipment instead 
of undertaking new capital construction projects. They have thus gained 4 new 
experience. 


Economic Integration Must Not Be Restrict od by Trades, Regions, Ownership and 
Subordinate Relations 


In the past, inner sconomic relations of mterprises were often severed when 
administrative meth ids that violated obje tive economic laws were used in 
economic management. Economic integraticn will free enterprises from the yoke 
of departments and regione and enable thin to get away from administrative 
organs. in the past, enterprises were restricted by administrative organs in 
many ways. For example, industrial enterprises were not allowed to sell their 
products on their ovn accord; the enterprises under agricultural departments 
were not allowed to engage in commerce, while the enterprises of certain indus- 
trial departrents wire not allowed to produce things made by other enterprises. 
Such administrative restrictions bear the features of social guilds. There were 
various restrictions in the guilds cf feudal society. Only by breaking away from 
the restriction of trades and departa@ents will the relations of production be able 
to get away from supply and sales, from big and complete’ and “small and com 
plete" and be changed in the intere: t of developing coordination between 
specialized depart ents. There wer: als: many regional reetrictions in the past. 
They included blockades of markets od wm terials. Such regional restrictions 
also bear the features of feudal so. iety. A feudal society inevitably gives 
rise to feudalistic separatist rule. S cialized gases production demands that 
regional restrictions must be aboli: hed o enable various regions to display 
their economic advantages; on the bwis .f development, the gap between poor and 
rich will be narrowed. 


Economic integration must not be restricted by ownership and subordinate relae- 
tions. Yet there are still many restric:ions in this respect. There is a theory 
which holds that the “collective” must mike the transition to che “whole people” 
and that when the “collective” is integrated with the “whole people,” it is the 
revisionist theory of “mixing togetier.” Both the “collective” and the “whole 
people” have their own advantages; therefore the question of the trend of their 
development can only be solved in practice in the future. There is no doubt 

that both the “collective” and the “whole people” will exist side by side for 
quite a long period to come. The integration of the “collective” with the 
“whole people” will help each other display its advantages and make them comple- 
ment each other. Such integration is not transition from the “collective” to the 
“whole people,” it is an integration embracing both. Public economy can also be 
integrated with private economy, such as in the case of joint ventures operated 
by our country with companies from other countries. The “collective” can also 
be integrated with individuals. Economic integration must .n no way be 
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restricted by eubordinate relations. That is to say, enterprises under the 
party Central Committee may integrate with those of the provincial, regional and 
county levels. For example, an electronic company in Nanjing ie composed of 
enterprises under the Fourth Machine-Building Minietry and under the Nanjing 
municipality. Some of these enterprises are of the “collective” and some others 
are of the le people.” 


In order to enable economic integration to develop smoothly, the ownership, 
subordinate relations and the relations of finance of the enterprises that are 
integrated must not be changed at will. The relations of handing over profite, 
the right of credit with bank as well as the relations of liabilities aleo aust 
not be changed at will. If changes are to be made, this can only be done with 
approval from the departments and unite taking part in integration and from 
financial departments and the banks concerned. 


Economic Integration Must Be Carried Out in Various Porm According to Reality 


Different enterprises need different forme of integration because they have 
different productivity and different needs in developing production. The form 
of integration depend on the actual needs of various economic units. It is 
advisable to adopt flexible measures and establish various forme of integration. 
Thus the forms must not be confined to hard and rigid rules, while the thinking 
blindly of seeking certain advanced form must be avoided. 


Over the past year, many forms have been used by many places in integrating the 
economy. In general, these forms include: First, integration of production. 
This form is used in integration by ballbearing enterprises in Sichuan and Henan 
provinces. Integration of sales. For example, more than 20 measuring and cutting 
tools factories under the First Ministry of Machine-—Building were integrated 
according to sales and they organized production according to sale contracts. 
Integration of transportation. Trucks in Shanghai and Tianjin were organized 
according to trades and different regions and they are used in a planned way. 
All these integrations are formed from the point of the processes of production. 
Second, the forms are based on essential factors in production. They include 
integration of capital such as in joint ventures. For example, a chemical plant 
in Sichuan invested in individual enterprises. Enterprises in Shanghai invested 
in enterprises of other places. Integration of technology, such as technical 
coordination. Integration of labor force. For example, some factories in 
Shanghai integrated with enterprises under the people's communes and production 
brigades on the outskirts of the city, with the former providing technology. 
Integration of workers. For example, enterprises in urban areas assigned enter- 
prises under the people's communes and production brigades the tasks of produc- 
ing some products or accessories, to rationally make use of surplus labor force 
in rural areas. Integration of materials such as raw materials and fuel. 
Integration of various essential factors in production. For example, one side 
provides capital while the other side provides laborers; one side provides equip- 
ment while the other provides land, or one side provides technology while the 
other provides raw materials. Third, integration from the angle of business. 
This integration includes integration of exploiting resources; joint sales by 
agriculture, industry and commerce-—-comprehensive integration of agriculture, 
industry and commerce. Fourth, integration from the angle of the form of 
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business, such as establishing parent companies and their branches; joint ventures 
by several factories and people's communes and production brigades; or setting up 
a factory that ie composed by several enterprises of the same trade. Some enter- 
prises in different provinces are now planning to set up joint ventures. Fifth, 
from the angle of ownership, the above-mentioned integrations vary in the composi- 
tion of ownership. They include integration between the "whole people," between 
the “collective,” and between the “collective” and the “whole people." There are 
aleo integrations among various ownership forme in the rural and urban areas. 


In short, economic integration is a process of constant development. Therefore 
various types of integration must be formed according to different situations and 
different needs. Organizations of economic integration by various economic units 
have gradually developed from coordination of production, compensation trade, 
joint ventures to integrated companies. That is to say they have developed from 
lower to higher level and from smaller size to bigger size. 


Implement the Principle of Voluntariness, Equality and Mutual Benefit, Practice 
Independent Accounting and Responsibility for Losses and Profits 


In integrating economy, the principle of voluncariness, equality and mutual 
benefit must be followed and it must be coupled with independent accounting and 
sole responsibility for both losses and profits. At the same time, state quotas 
must be guaranteed. 





The principle of voluntariness. In organizing integration we must proceed from 
the need of the development of production and must persist in the principle of 
voluntariness. This work must not be carried out forcibly through administra- 
tive order. It must be carried out through the initiative of the enterprises 
themselves with help from higher authority. By so doing it seems that the 
process is slower, but such a method will attain better results with quicker 
process. In short, in carrying out integration, the units concerned must fully 
discuss the method they are to use. Such integration must be developed from 
simple to complicated and must develop gradually and steadily. We must seek 
efficient results and not seek opportunities to show off or promote certain 
forms. It cannot be done in a rush with a mass action, nor can it be done with 
uniform methods. 





To persist in the principle of voluntariness means that both sides gust volun- 
tarily take part in integration. Both sides must be “free to choose their 
spouses." There should be neither “arranged marriage” nor “forced marriage." 
The departments concerned must do a good job of “introducing spouses” and link- 
ing up the relations of various units so as to create necessary conditions for 
integration. 


The principle of equality and mutual interest. Equality and mutual interest are 
the basis of voluntariness. Therefore in organizing integration we must persist 
in the principle of equality and mutual interest and take into consideration the 
economic interest of all sides. Rational pricing, distribution of the results of 
the operation (profits and products), the ratio of liabilities and the signing of 
agreements and contracts gust all be done according to the conditions provided 
in various aspects such as funds, resources, raw materials, equipment, 











facilities, sites, technology and labor force. All sides must observe the agree- 


ments and contracte. 





The organizations of economic integration and the various sides that join the 
organizations are all legal entities. Therefore their ownership and rights must 
be respected and protected by law and the agreements and contracts they sign 
must be protected by the state and law. No department or person is allowed to 
seek egalitarianism and indiscriminately transfer goods, equipment and materials 
that are owned by either side. It is forbidden to infringe upon the autonomy of 
enterprises by making use of integration. As corporations, economic integration 
organizations are not restricted by the ownership of trades and regions. The 
ownership, subordinate relations and finance relations of all sides taking part 
in such organizations must remain unchanged. 


Independent accounting and sole responsibility for profits and losses. Such 
responsibility for profits and losses means that enterprises are in a position 
to handle their profits and they must be responsible for losses after the profits 
are deducted by various expenses and tax and after they have performed their 
obligation for the state. The enterprises under ownership by the whole people 
that are solely responsible for their own profits and losses will maintain the 
nature of their ownership. Their ownership belongs to the people, and it is only 
the rights of usage and business that belong to the enterprise and can be 
seperated from ownership right. 


Various organizations of economic integration must perform their obligation for 
the state. They must insure that their tax is paid and that the quotas of the 
profits to the state are met. They can in no way take in state revenue under 
the pretext of integration. 


In general, the wages and welfare of the :taff of such organizations remain the 
game as those they received from their enterprises. This means that wages and 
welfare must not be changed at will. 


It is necessary to stress here that the r:lations of coordination of various 
sides taking part in integration cannot be presumptuously discontinued. The 
existing coordination must be maintained ven after the organizations are set up. 
The existing relations of coordination ca. only be changed through consultation 
and when new relations are formed, to insure that each side can carry out ite 
production smoothly. 


The organizations of economic integration must carry out democratic management. 
They may set up committees composed of all the units concerned to guide the 
implementation of the system of responsibility for economic management. The 
forms of management must be established according to actual situations and must 
be constantly improved through practice. 


How To Support and Promote Integration 


Economic integration is a new thing that seeds support from various departments. 
We must actively support and encourage any form of economic integration that is 
in the interest of promoting production, Linking up supply and sale and promoting 


27 




















economic growth. All departments concerned such as finance, banks, tax, pricing, 
goods and materials, transportation, commerce, supply and sale and foreign trade 
must actively support such integration. For example, organizations of economic 
integration are allowed just to pay only increment value tax so as to avoid 
duplicate middle-link tax. Banks must select the organizations that are doing 
good business and support them in ways of credit and interest rate so as to help 
promote them. 


The new problems that arise in carrying out economic integration must be studied 
and solved by various departments concerned and economic theoretical circles. 
Planning departments must strengthen their work so that the integration will be 
in the interest of the readjustment and development of the national economy and 
in the interest of avoiding blind readjustment. But these departments must in 
no way irrationally restrict and interfere with the organizations. The policies, 
systems and working methods of various departments must also be improved to help 
consolidate and develop the integrations. It is very urgent at present to 

study the forme of management and the distribution of products and profits, the 
nature of ownership and the trend of development of the organizations of economic 
integration. 


In addition, laws and regulations to protect and promote economic integration 


must be formulated so that the organizations of economic integration will have 
laws and regulations to observe. 


CSO: 4006 
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NATIONAL POLICY AND ISSUES 


PRC JOURNAL ON NATIONAL ECONOMIC MANAGEMENT 
Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 10, 15 Oct 80 pp 9-13 


[Article by Yu Guangyuan (0060 0342 6678): “Take the Science of National Economic 
Management Seriously" ] 


{(Text] In early 1978 when we emphasized that we gust take economic management 
seriously, everybody understood that economic management referred principally to 
enterprise management. This was because the problem was raised as a result of 
the “gang of four" running amuck at a time when the normal management of enter- 
prises had been seriously disrupted and even after the crushing of the “gang of 
four," many problems still remained unsolved and enterprise management had to be 
etrengthened and readjusted. At the same time, in the original set of methods 
for enterprise management in our country, some of them were relatively backward 
and were not able to meet the requirements of modernization. For this reason, 
the general opinion was that if we did not take enterprise management seriously 
and did not advocate that enterprise management must be scientific and mod- 
ernized, then our country's economy would not be able to develop smoothly. It 
was within this framework of understanding that JINGJI GUANLI was conceived. 


Over the past 2 vears we have done much work in such directions as propagating 
the necessity to improve enterprise management, popularizing scientific knowledge 
in enterprise management, conducting experiments on making management scientific 
and modernized, and training up specialist talents in enterprise management. We 
not only started the publication of management magazines but also set up a number 
of public academic organs with a bearing on enterprise management. Some of the 
universities also established research units concerned with enterprise management. 
Many educational institutions gave important attention to courses on enterprise 
management and some institutions of higher learning set up special departments to 
teach thie subject. Many study classes and research units on enterprise manage- 
ment were instituted for the benefit of working cadres. Generally speaking, 
rapid progress has been made in this field and notable results have been 
achieved. 


It must be remembered that in our country there are over 50,000 rural people's 
communes, nearly 700,000 production brigades and over 5 million production team. 
In addition, we have over 300,000 industrial enterprises (including those owned 
by the whole people and those collectively owned in cities and towns), and over 
1 million commercial network units. All these enterprises are the basic economic 
organs of our country. Good or bad performance in enterprise management work has 
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a direct bearing on good or bad performance in the basic work of our entire 
national economy. For thie reason, we must further improve our knowledge and 
understanding of enterprise management. In my opinion, we should pay great 
attention to how to formulate a set of advanced management systems and 
methodology which suit our country's needs, based on the socialist nature of 
our enterprises and on the experience we have gained in enterprise management 
over a prolonged period while at the same time making use of the scientific and 
modernized management methods of foreign countries. This is a big and difficult 
task. 


As everybody knows, economic management may be divided into two portions, namely, 
enterprise management and national economic management. To borrow from terms in 
physics, it may be divided into microcosmic economic management and macroscopic 
economic management. Since China is a big socialist country and has a large 
number of enterprises, the task of improving enterprise management is rather 
difficult and complicated. The fact that China is a big socialist country also 
makes the task of national economic management very difficult and complicated. 
National economic management embraces not only management of the entire coun- 
try's economy but also management of the economy of each and every province, 
each and every municipality, and each and every special district or county under 
a province. 


Actually, there is no need to dwell on the important nature of national economic 
management. If management work on the whole structure has not been done well, 
then even if work on part of the whole is satisfactory, big losses may still be 
entailed. And the situation would be even worse if work had not been done well 
either on the whole or on part of the whole. We have all along reasoned in this 
manner and modern science has done likewise. Hence, we must emphasize not only 
that the work of enterprise management be done well but also that the entire 
national economy be under scientific and modernized management. In particular, 
this is because our country is a socialist country and socialist production is 
production built on the basis of ownership of the means of production by society 
and has as its starting point the interests of the entire society and the inter- 
ests of the working masses of society. The innate and special nature of socialism 
is to manage the entire national economy with a definite objective and in a plan- 
ned manner. Therefore, under the socialist system, it is necessary to pay par- 
ticular attention to management of the national economy. It is also possible to 
achieve even more effective national economic management than in capitalist 
states. 





Over the past 2 years, not only have we paid important attention to enterprise 
management, but also we have kept a close watch over management of the national 
economy. We recall that within the short space of 2 years we have brought up 
many important problems with a bearing on management of the national economy. 

For example, we raised such topics as the economic target of socialism or the 
objective of socialist production, reform of the socialist economic structure, 

or composition of the ownership system under socialism in our country, development 
of the particular advantageous conditions of the localities, banning monopoly and 
mutual blockade and giving free vent to competition, allowing uneven development 
in certain localities and giving aid to undeveloped localities, gradually narrow- 
ing the price scissors between industrial and agricultural products and 
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rationalizing disparity in price between various products, the type of planning 
system to be set up for a socialist national economy, the important position of 
education and ecience in the national economy, methods and their integration in 
formulating the national economy, democratization and systematization of manage- 
ment of the national economy, assessment of the economic effects in developing 
the national economy, and so on. Each of these topics embraces many other 
important problems. For example, the topic of reforming the economic organiza- 
tion system embraces the problem of expanding the decisionmaking powers of enter- 
prises, the problem of breaking the barriers between the ownership systens of 
trades and the localities and promoting their unity, the problem of reforming the 
financial and foreign trade system, and so on. We could quote more topics or 
problems of this nature but we shall not do so here. They are all big problems 
relating to management of the entire national economy. In my opinion, just to 
bring them up is already in itself an important achievement. Correctly raising 
a problem, engaging in research and discussion thereon, and reaping the fruitful 
results of scientific research are essential steps in -he solution of problems 
which have a bearing on guidelines or policy in the field of our country's 
national economic management. Hence we have reason to hope that these problems 
that we have raised ourselves may be studied in a more penetrating and concrete 
manner. At the same time we should continue to bring to mind other important 
problems with a bearing on national economic management and draw them to every- 
body's attention for discussion. 


I feel that in comparing our work on national economic management with that on 
enterprise management, we can find a special feature, which is: concerning the 
sector of national economic management, many problems of principle have been 
brought up but little work has been done in propagating and popularizing scien- 
tific knowledge, particularly knowledge of a more concrete type, concerning 
national economic management. Also, little work has been done in training up 
cadres with specialized and scientific knowledge of the national economy. I do 
not know if my observation is correct or not. If my observation is in accordance 
with the actual situation, then I feel that today I should bring up one problem 
which is that we should take the science of enterprise management as seriously as 
we take the science of national economic management and should promote the popu- 
larization of research and training or teaching work in this field. 





I feel that the phenomenon mentioned above is related to the special feature of 
national economic management, because national economic management is concerned 
with a much wider field, is strongly theoretical in character and is not as 
specific as enterprise management. Macroscopic economic management science and 
microcesmic economic management science both have their own peculiarities. But I 
feel we should still emphasize giving further important attention to the research, 
popularization and propagation of the science of national economic management. 


Among the sciences related to national economic management, first of all we should 
mention political economics, particularly its socialist portion. It plays an 
important guiding role on national economic management. In recent years, some 
progress has been made in this field and certain phenomena that have been dis- 
played have been pleasing. Comrades now engaged in research on the socialist 
portion of political economics are more adept than before at observing actual 
economic life from which many noteworthy problems have been raised. This is 
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unlike the former situation of being seriously bound by doctrinairism and empty 
thoughts. Nevertheless, seen solely from the angle of national economic manage- 
ment, there are still many more problems for research and it seem that scholars 
engaged in the study of political economics should broaden their scope a little. 


Problems of political economics are not the only topics with which research on 
national economic management is concerned. Our research must be extended to many 
problems concerning the economics of the productive forces, the various aspects 
of social reproduction, the departmental economics of those departments of the 
national economy concerned with economic matters, and to management science in 
general. This is because research on national economic management must embrace 
research on these economic sciences and on the science of management. Besides, 
researchers on national economic management must possess many kinds of related 
specialized knowledge, including knowledge of natural sciences and certain other 
technical know-how. 


I feel that the work we are doing at present is not sufficient unless we mention 
such factors related to national economic management as the research, populariza- 
tion and teaching of specialized scientific knowledge. To cite an example, at 
present we have very few research organs devoted to specialized research on 
naticval economic problems. We have as yet no specialist journal in this field. 
Articles of a specialized academic nature are very scarce. Few educational insti- 
tutions have set up special departments for the training o! national economic 
management personnel. It is true that some educational institutions have in 
their curriculum courses on national economic management but because of the 
little research work done, generally speaking the teaching materials are com- 
paratively out-of-date. Among students sent to study abroad, none seem to have 
been assigned to this special field of study. I do not mean to say that we have 
not done any work in this connection at all. What I mean to say is that we never 
seem to have been very concerned with this matter before and hence in our work we 
were not so aware and systematic. 





Let us take an example concerning urban construction. This is an item in the 
sphere of national economic management. It is an important problem and also an 
urgent one in our country. Our defects in urban construction are many. The 
problems are numerous, such as those concerning housing, supply of vegetables, 
general consumption and services, telecommunications and transportation, water 
supply, electricity and heat, underground piping, air and water pollution, garbage, 
noise, environmental hygiene, and so on. Although conditions vary from city to 
city, they all have problems such as those mentioned above and city residents have 
many complaints. All of these problems are urgent ones and must be solved. We 
have yet to mention other problems such as planting trees in and around the city, 
or providing facilities to residents for rest or for cultural, recreational and 
sports activities. Take such large cities as Beijing, Shanghai and Tianjin: our 
republic has been established for 30 years now, yet during all this time not a 
single complete urban construction plan has been presented to the residents or 
brought up for discussion at the municipal people's congresses. This must be 
admitted as a serious defect in our work. Urban construction requires important 
know-how. Among personnel in municipal governments or their directly subordinate 
organs in foreign countries, a large proportion consist of experts who have 
received higher education on subjects specializing topics in urban construction. 
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I believe that the poor showing in our work, aside from other reasons, may be 
ascribed mainly to our lack of scientific know-how in urban construction. I am 
afraid that at the moment very few cadres working in our cities and towns have 
had syetematic training on the scientific knowledge of urban construction. Even 
now, we do not seem to have any provision in our institutions of learning for the 
training of expert personnel in this field. Naturally certain of our technical 
schools may offer engineering and technological courses related to urban con- 
struction. I have not heard of any educational institution preparing teaching 
materials covering our own experience in urban construction over the past 30 
years or conducting systematic research into urban construction experience in 
foreign countries. Indeed, we do not know how much longer we must wait before 

a large body of our experts on urban construction can graduate from their schools 
and be dispatched to responsible posts in the urban areas. 


As for the responsible personnel of national economic management departments who 
must attend to urban construction work and at the same time to work in the rural 
villages of a county, or district, or even a province or a large tract of farm 
land, they must have a much wider knowledge and scientific know-how. It seems 
that we have paid no attention to the training of this type of personnel in 
national economic management. 


Let us turn to another phase of work as an illustration. In order to make a good 
job of national economic management work, we must do well in such other fields as 
statistics, land research, and collection of data on market conditions and on 
economic technology. What we have now in practice is a socialist planned economy. 
Hence, we must have on hand various kinds of “planned materials" for use in scien- 
tically formulating the national economic plan. In another article I have already 
discussed the types of plan that must be embodied in a socialist national economic 
plan and have also discussed the concept of "planned materials." They will not 

be repeated here. What I wish to savy now is that the planned materials encompass 
many aspects and that to obtain these planned materials we must employ specialized 
scientific and theoretical methodology and know-how, and must have specialized 
personnel and a specialized organizational structure to handle the work. I would 
like to cite the following three illustrations: 


1. In the formation of a socialist national economic plan, we must possess vari- 
ous kinds of relevant statistics. At present in many countries, such statistics 
are supplied principally by national statistical organs. It is true that in some 
countries, certain financial institutions such as banks also supply many kinds of 
important statistics. Banks are in a position to supply these figures because 
they have ready access to them. But a national statistical organ can, by means of 
legislation, require the relevant quarters to submit the statistics needed. This 
special power of a national statistical organization enables it to acquire in 

good time the necessary data for compilation of complete statistics. But in order 
to perform its work well, a statistical organ must have conducted special research 
into the theory and methodology of national economic statistics, must have a 
sufficient number of specialized personnel and must have advanced technological 
equipment. Only in this way can it compile in good time various kinds of 
statistics and carry out scientific analysis. In addition, this organ must be 
adept at using current data to make a scientific forecast of future development. 
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2. In the formulation of a secialist national economic plan, we must have a 
correct and detailed understanding of our country’s natural resources, natural 
conditions, economic resources, economic conditions, and so on. For example, 
our country is a big country with a vast territory and rather complicated condi- 
tions. It is not a simple job to obtain a clear idea of the conditions of the 
territory. Because of insufficient work in the past, we are not absolutely 
clear about certain conditions of the land. Thus, our statistics on the acreage 
of cultivated land are not entirely correct. This requires additional surveying 
work on land throughout the country. We also need a scientific description and 
analysis of the conditions of the natural geography and economic geography of the 
entire land, and must explore, survey and carry out research on our underground 
resources. We must study the geographical distribution of the population and of 
the productive forces. The purpose of such research and survey work is not only 
to know current conditions but also to prepare the way for forecasts of the 
future and to find out the various possibilities for the proper utilization of 
developed land. To find out how a piece of land may be put to the best use or 
how to achieve useful effects or to find out whether large or small benefits can 
be derived therefrom, it is necessary to provide the necessary data. To carry 
out work of this kind requires specialized scientific know-how pertaining to 
national economic management and also requires a large force of specialized 
personnel. 


3. To compile a socialist national economic plan, it is necessary to make a good 
job of market investigation work and to have a firm grasp of market trends. 
Therefore, in order to understand society's needs and the circumstances governing 
changes in consumption and production in the country, it is necessary to know the 
conditions prevailing on the international market. It is not easy to perform 
this task well because it requires an understanding of the conditions and the 
knowledge must be accurate and timely and must supply the details and the most 
important points. It is a kind of specialized knowledge, requiring specialized 
and trained personnel. 


To compile a socialist national economic plan also requires a timely understand- 
ing of the present conditions and the trends of future development of the economy 
and of scientific technology both at home and abroad. Information of this kind 
helps current work and is also a necessity in contemplating problems of economic 
Strategy. People should not only devote attention to studying the development 
of scientific techniques but also watch and study changes and developments in 
other sectors of society. The importance of this kind of work is reflected 
abroad in the great attention paid to ‘futurology."' This concerns specialized 
scientific knowledge in another field and requires another set of specialized 
personnel. 


Although the actual contents of market surveying and research into economic and 
scientific technological developments are not the same, yet they both belong to 
the field of data collection and study of the data collected. 


To sum up, all such work requires specialized scientific and technical knowledge. 
As a matter of fact, a special branch of specialized science and technology has 
been developed to answer the need and only those who have been trained in such 
specialized work have the qualifications to fill posts of this kind. 


























The three lines of work mentioned above are all for the purpose of acquiring the 
necessary materials for the compilation of a national economic plan and for 
carrying out scientific management of the national economy. As for enterprise 
management, this also requires materials from these three aspects. However, 
since the sphere covered by the enterprises is comparatively narrow, the work 
in the acquisition of these materials is aimed principally at serving national 
economic management. All the sciences related to this work also belong to the 
realm of the science of national economic management. 


Recently, I visited the Planning and Budget Ministry of the Mexican Federal 
Government and was informed that the ministry had under it a department known as 
the National Services General Coordination Department for Intelligence, Statistics 
and Geography. Under the department were the National Statistics Bureau, the 
National Land Research Bureau and an intelligence research structure. The area 
of work of this General Coordination Department corresponded entirely with the 
three lines of work we mentioned. I believe that the Mexican Government had good 
reason to install service organs involving these three categories of work under 
the Planning and 8Sudget Ministry since the materials from these three sources are 
all essential data for compiling plans and determining the budget. 


I may here add some supplementary information. The responsible person of the 
National Land Research Bureau of the Mexican Planning and Budget Ministry told us 
that the bureau had under it a staff of some 2,500 people. Their job was to make 
various kinds of maps of the entire country on a scale of 1:500,000. They had to 
make many different kinds of maps. We visited the bureau's workshop which turned 
out these maps and also their electronic equipment. We found that they prin- 
cipally relied on aerial and satellite photography for the land survey and used 
a method combining remote sensing with on-the-spot surveying to make an extensive 
study of the country’s land. In Mexico we also visited the office of the popula- 
tion deployment vice minister of the Mexican Ministry for Population Deployment 
and Public Works. The office had a staff of 1,500 people. They used the mape 
supplied by the National Land Research Bureau to examine projects for population 
deployment, urban construction, national communication and transportation and 
water conservancy. The decisions taken on the basis of the results of the 
examination and research work were forwarded to the public works portion of the 
ministry for implementation. From such factual instances as the Mexican Federal 
Government having two organizational structures of the kind mentioned above and 
that on our last visit to Hungary, we found that this country with a population 
of 10.6 million (1979 figure) people had under it a Central Statistical Bureau 
with a staff of over 1,000 people, I have come to believe that we should have two 
different kinds of government organs; one of them being an organ of state power 
and the other a type of organ insuring that national economic management is 
highly scientific in character. The size of the staff of the first type of organ 
should be kept to the minimum since too many people may aggravate bureaucratisn. 
As for the second type of organ, either our country does not have any or, if 
there are any in existence, they are in a very unhealthy state. Therefore, 
earnest efforts must be made to train up specialized personnel for this type of 
work. 


In my opinion, socialist national economic management work should be organized in 
three different phases: First, policymaking; second, policy implementation; and 
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third, aesesement or inspection. These three phases are interconnected and 
together form a whole. At the same time, the assesement and inspection phase of 
the work can revise already existing policies and provide suitable data for future 


policymaking. 


The policymaking phase may again be divided into two sections. One of them 
attends to preparation work for policymaking. This calle for specialized struc- 
tures (specialized organs or committees formed by various kinds of experts) to 
provide a number of projects for selection or adoption. This is to say: it must 
possess all the data in support of the projects suggested and the projects them 
selves must have been thoroughly examined before presentation. The person 
résponsible for bringing up the projects should give a briefly summarized but 
thoroughgoing explanation of the projects. The second portion consists of the 
policymaker making the final choice from the projects presented by the 
epecialized structures. It is not necessary for the policymaker himself to be 

an expert on the relevant projects but he must be farsighted, have a knowledge 
of the situation in his own country and throughout the world, understand wherein 
lie the interests of the state and of the people and possess the experience and 
ability to make the best choice. If tie preparation work has been pone thoroughly 
and well, and all possible projects have been studied, basically speaking, the 
policymaker should not have to make expert comments on the projects. 


Organizing the implementation work is an extremely complicated and delicate task. 
It must be accompanied by a full set of working structures, work methodology and 
steps of procedure. The main point of this work is to earnestly carry out the 
policy decided upon. A good policy should contain a scientific forecast of 
possible future developments and provide measures for overcoming such eventuali- 
ties. However, in the process of policy implementation, unexpected developments 
are entirely possible. In such a case new or supplementary decisionmaking is 
necessary. 


in national economic management work, it is necessary to examine or inspect the 
implementation results. This constitutes assessment work. The purpose of this 
work is to examine whether or not the decisions have been thoroughly carried out 
and also to determine whether or not the policymaking has been correct. 


These three phases of work must be in line with the science related to national 
economic management. The first phase of this work has already been touched upon 
above. The second phase involves rather complicated problems, such as what is 

the best way to organize the implementation. In recent years, this topic has been 
widely discussed and certain departments of management science have been developed. 
The third phase likewise requires discussion and specialized research. In this 
article, I have presented the problems pertaining to the science of national 
economic management for research in relation to these three phases of work. As 

for how to proceed further with this research, that will be left to a future date. 
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PROBLEMS OF MAKING MARKETS MORE ACTIVE DISCUSSED 
Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT) in Chinese No 10, 15 Oct 89 pp 25-27 


[Article by Chen Dahu [7115 2192 7711]: “How Can the Commercial Departments 
Further Enliven the Market?” 


{Text} In implementing the policy of combining plan readjustment with market 
readjustment, the commercial departments’ main task is to further improve the 
socialist market mechanism and correctly bring the regulating effect of price laws 
into play so as to adapt to the requirements of socialist economic development. 


In the past year, the commercial departments have made great efforts to enliven 
the market. These have included readjusting purchase-sales relationships, 
developing a wide variety of economic components, opening many channels for 
circulation, and suitably relaxing planning and price management. Compared with 
@ year ago, the industrial and agricultural departments’ production enthusiase 
has been increased, and products are gore in line with the market; the number of 
outlets in the commercial network and the number of personnel have increased; 
under the impetus of competition, types and styles of service have aleo been 
improved; and operations are more flexible than previously. However, for all 
commercial work to adapt to the new situation in which the two “readjustments” 
are connected, it still must do a great deal to improve the market sechanien. 
Below I give my own opinions under six points. 


1. Adjusting purchase-sale relations. In order to improve the previous situation 
of excessive rigid, centralized control, in the last year the approach of combining 
state-monopoly purchase and sale with selective purchase and independent sale has 
been instituted, using state-monopoly purchase and sale for the first and second 
categories and selective purchase and sale for the third category. This year's 
conference of Ministry of Commerce provincial and local office heads proposed 
elimination of exclusive sales rights and suggested that commodities should be 
divided into four categories: state purchase and sale, planned purchase and 

sale, sale on order, and selective purchase (independent sale); in addition it 
decreased the number of product varieties subject to planned purchase and sale 
frommore than 100 to 42. For these varieties, above-plan output can be disposed 
of through negotiations between industry and commerce, being either sold by the 
industry itself or purchased by the commercial departments. For products sold on 
order the conference issued only reference guidelines; the various local industrial 
and commercial enterprises must arrive at agreements themselves, sign contracts 
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and act according to them. The products designated for selective purchase and 
independent sale can be bought and gold as the situation arises. The clothing 
industry hae already changed over from the previous state processing order system 
to purchase~eale relations. 


The current focal pointe of disagreement of between industry and commerce are: 

The commercial departments are requesting estate purchase and sale or planned 
management of some commodities, while the industrial departments are requesting that 
4 certain proportion of the plan for these be left for them to sell themeelves; 
the commercia! departments request selective purchase and independent sale of 
certain commodities, while the industrial departments request that 4 ainiaum of 

50 percent of output be for independent sale, and the local party organizations 
sometimes request that they come entirely under exclusive sales rights. Some 

local industrial departments have already exceeded the specified guidelines and 
are acting contrary to policy, selling large quantities themselves. On the basis 
of statistics for the first quarter of this year, purchases by commercial organiza- 
tions amounted to only 69.2 percent of wolens (compared with 79.2 percent in the 
firet quarter of last year), 74.9 percent of sewing machines (compared with 67.2 
percent for the first quarter of last year), and 68.3 percent of polyester blend 
fabrics (compared with 72.6 percent in the firet quarter of last year). In general 
terms, the proportions of these planned sale commdities sold by the indutry 
iteelf amount to between 20 and 30 percent, and sales .o the commercial departments 
have not followed the plan. 


In accordance with the requirements of the commodity economy, industry and commerce 
must adhere to the principles of equal value exchange and voluntary accommodation, 
and gust conclude contracts on an equal basis and act in accordance with thea. 
Industrial products can be sold to the commercial sector or sold by industry 
itself; the commercial sector can select the best products for its stocks, and 

can also refuse purchase. State monopoly sale is unfavorable to both production 
and circulation. But under the current situation of insufficient supplies of 
commodities, such commodities as cotton cloth and embroidered cotton textiles are 
subject to state-controlled purchase and sale, and supplies are fixed by cloth 
coupons; products which affect the national economy and the people's livelihood 
and which are in insufficient supply are subject to planned purchase and sale. 
These measures are still necessary, and are beneficial to planned disposition of 
the market. In the future, the scope of plan readjustment and warket readjustment 
can gradually be adjusted on the basis of actual output and needs. In the long 
run, when production has expanded and output is slightly greater than demand, state 
purchase and sale and planned purchase and sale can be completely eliminated, 

and commerce's relationship to industry can be further changed over from purchase- 
sale relations to distributor relations. 


2. Decrease the number of steps in distribution. At the same time as we have 
improved purchase-sale relationships, we have also changed the circumstances by 
which commdities are assigned at each level within the commercial departments, 
allowing the third-level wholesale outlets and the commercial enterprises to sell 
at will inside or outside their provinces and to sell son-planned commodities, 
while locally produced and sold commodities may be sold through factory-shop 
arrangements; in all cases where one locality has two wholesale networks and 
distribution steps, it must decrease them to 4 one-stop arrangement. Last year 
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we eliminated 51 second-level outlets and 132 third=-level outlets. In order to 
foster circulation of omall class 3 commodities, and to adapt to the needs of 
third-level wholesale and of purchase and sale by the industrial departments, 
many large and medium-size cities have set up small commodity wholesale markets 
and commission trade companies, while che industrial departments at the various 
levele also have held various types of commdity supply meetings, experience~ 
exchange meetings, sales exhibitions and the like. 


An important precondition for decreasing the nuaber of atepe in circulation is 

the organization of commodity circulation according to economic regions (or 
economic centers). Currently the greatest question ie implementation of separate 
supply ("eating in separate kitchens") in the financial system; so-called two-level 
financial management is actually four-level financial management, and the financial 
organs at the various levels are competing for profit. In a situation where 
commodities are insufficient, the localities are also competing for good supplies, 
eo that redundant, irrational second-level and chird-lLevel outlets which should 

be eliminated cannot be eliminated, and circulation links which should be cut back 
cannot be cut back. 





Furthermore, the degree to which the number of circulation links should be 
decreased differs for different products. Not all commodities need all four links, 
i.e., first, second and third level wholesale, and aleo retail, but it is etili 
not possible to arrange a direct production-sale connection. This arrangement is 
suitable for some products, while others require passage through one link before 
retail, and still others require passage through two wholesale links. The current 
problem ie that commercial division of labor is too coarse, so that commdity 
circulation cannot be arranged in the best way for each commdity, and situations 
of “emall commodities, large circulation" even arise. 


Accordingly, the main approach to treating the number of links in circulation 
include che following: First, setting up the structure according to economic 
regions, eliminating what needs to be eliminated, combining what needs to be com 
bined. Currently, because there are contradictions in four-level financial 
management, we aay consider instituting distribution of a proportion of profit, 
and instituting center-province, province-city and city-county joint operations 
as 4 solution. Second, the individual industries must be broken down further, 
and some products can be hardled at wholesale and retail, simu) taneously, so that 
one physical unit can carry out all che tasks of first, second and third level 
wholesale and aleo retail, or a part of these, 


3}. Clearing out circulation channels. Socialist commerce has three channels: 
state-run commerce is the principal one, collective commerce is a secondary 

one, and county-fair trade is a supplementary one. Because of the influences of 
“leftist” errors, supply and marketing cooperatives were changed over to the 
system of ownership by all the people, cooperative commerce was limited, and 
during 10 years of catastrophe, county-fair trade was almost completely eliminated. 
Since last year, collective commerce has been energetically developed, county~-fair 
trade has recovered, urban fare-products markets have been opened, and the various 
individual merchants have been allowed to engage in nonexploitative commerce, 
service and labor, with the result that a situation in which a variety of 

economic components exist side by side has evolved on the commercial front, so 
that che socialist market is becoming more lively. In 1978 there were only “, 700 
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establishments, comprising 1,269,000 persons, in collective commerce. In 1979 
the number had increased to 124,600 establishments and 2,056,000 persons, account= 
ing for 15 percent of the society's retail sales; recovering older cooperative 
commercial establishments has provided 4 emall part of the growth, but the 
majority of the increase is in new collective commerce, resulting both in an 
increase in the number of commercial network outlets and in placement for unemployed 
youth, which has aleo had an excellent effect in encouraging production and making 
the markets flourish. 


The multiplicity of economic components is expressed in the fact that there are 
not only collective commercial establishments run by the commercial system but 
alao neighborhood-run collective establishments and establishments run by the 
people. It is not only the state-run commercial departments chat are engaged in 
sales: industry is selling ite own products, and other departments are also 
engaged in commerce. Reports from Kaifeng indicate that in addition to state-run 
commercial organizations and old collective commercial organizations, the 
industrial, materials and foreign trade departments have also entered the market 
to sell datly-use articles, the supply and marketing cooperatives have come to 
the cities to sell commercial products, in addition to which there are district and 
neighborhood collective commercial organizations run in order to provide work for 
unemployed youth, and permitted individual outlets, so that a situation in which 
“a hundred parties engage in commerce” has arisen. 


The simultaneous existence of a multiplicity of economic components and circulation 
through a multiplicity of channels has stimulated competition, which has very 

great advantages for overcoming the officious attitudes of certain state-run 

shops and improving operations and management. The main current problems are: 


a. The policies for developing collective commerce are not being implemented, and 
funds, housing and facilities are in short supply, sources of goods are not 
guaranteed, the economic load on retired maintenance personnel is too heavy, and 
some enterprises are unable to cover their costs, so that they suffer losses. The 
various relevant policies must be further implemented. 


b. Instances of cross-industry operations are very evident, for example, sale of 
bicycles and sewing machines by household supplies stores, sale of silk cloth by 
cotton and linen stores, sale of electric fans and firecrackers by grocery 
stores, sale of firewood by tobacco and liquor stores and the like. Accordingly, 
where there are many outlets engaged in commerce, there must be a unified commer- 
cial law, specifying the conditions and procedures for engaging in commerce, the 
scope of operations, the policies that gust be followed, methods of accounting, 
tax collecting and payment of profits, forbidden practices and the like. 


c. If government-run commerce and supply and marketing cooperatives divide their 
labor by urban and rural areas, circulation channels become somewhat sluggish, 

the supply and marketing cooperatives complain that there is a unsufficient 
quantity of industrial goods in the countryside, and the commercial establishments 
complain that they cannot get small commodities out to the countryside. An 
interim solution is to continue relying for the present primarily on a geographical 
solution, and secondarily on division of labor by commodity, but the supply and 
marketing cooperatives must be allowed access to the cities to sell agricultural 











sideline products and local specialties, while the state-run commercial outlets 
are allowed access to market towns to sell industrial producte. 


4, Reasonable price adjustments. This is the central question of market readjust- 
ment. If we do not have rational prices and we do not allow prices to fluctuate 
within a certain range, thie will affect production and supply, ae well as 
competition and coordination of activity. For third category minor commodities, 
including most third category manufactured goods, minor food products, and food 
producte of the food and beverage industry which use emall quantities of agricultural 
and sideline products as their raw materiale, it was originally planned to use 
negotiated prices, so that they can be bought high and sold high or bought low and 
sold low, and can rise and fall; but this year, out of broad considerations of 
price stability and unity, only a part of agricultural and sideline and local 
specialty products has actually been subject to negotiated prices. 





Because commodity prices are unchanging, many commodity prices are not reasonable, 
and ones which should be adjusted cannot be adjusted this year, so that some 
industrial and commercial departments are taking losses on certain products, which 
is directly harming their production and operations enthusiasn. 


On the basis of a document from the Beijing Second Bureau of Light Industry, from 
1978 to early 1980 the prices of 28 items needed by the second light industry 
syetem increased, including pig iron, coke, coal, steel products, gold, silver, 

and industrial grains and pigskins, affecting the production costs of 1,200 
standard products in 109 varieties, including domestic stoves, domestic scissors, 
kitchen knives, washtubs, domestic mirrors, chalk, stovepipe, baby carriages and 
the like, resulting in a total decrease in profits of 16.4 million yuan. Currently 
Beijing's industrial and commercial enterprises are losing money on 119 daily-use 
manufactured items. Por 31 varieties the problem is being handled through adjust- 
ment of profite between industry and commerce, tax decreases, subsidies or increased 
prices; negotiations are underway regarding six varieties; and there are no 

profite to distribute and tax decreases cannot solve the problems in the case of 
82. 


Prices of commodities sold by industry itself are also not in agreement with 
commercial prices, with the result that industrial-commercial competition is 

not on an equal basis, and the consumers also have expressed views on the matter. 
For example, Jiefang brand sewing machines produced in Changshun, Jilin Province, 
have a producer price of 110 yuan and are sold by the factory itself at 119.10-133 
yuan, while the Shuangyanghe supply and marketing collective sells them for 145 
yuan, the Yichun Service Company's Zhiqing outlet sells them for 150 yuan, the 
Yushu County basic-level supply and marketing collective sells them for 155 yuan, 
and they are on sale in Tonghua District for 170 yuan: many prices are higher 
than the state list price. 


Price adjustment is very important in market adjustment. Certain preparations 
are being made to start the adjustment with internal price fixing methods so as 

to adapt to multichannel circulation, decrease the number of steps in circulation, 
and improve purchase-sale relationships. In this context we must take account of 
several things. First, we must consider how to take account of needs for storage 
of products in the orea in which they are produced (the “reservoir effect"), 

and reflect profits to a greater extent in wholesale outlets in the area of 
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production. Second, we must change over from the current method of deductions 
from the allocated price [diaobo jiage daokou 6148 2328 0305 2706 022 2099] to 

the markup [shunjia 7311 0502) method, in order to allow for geographical price 
differences and to preserve the essentially balanced nationwide price levels. 
Third, after purchase~sale relations are reformed, price fixing between industry 
and commerce for products for which there are direct factory-store connections 

or which the factories sell directly to third-level wholesale or retail outlets 
must provide a reasonable relationship between the procurement and sale prices, so 
that industry will be able to sell them and commerce to hold them. 


5. Protect legal competition. Competition is an objective phenomenon of the 
commodity economy. But competition between socialist enterprises must be under 
the unified guidance of the state plan, be on a fair basis, and be run in a 
law-abiding manner, for only in this way does it help promote coordination. 
Accordingly, first, it is necessary to solve the problem of unequal positions of 
different enterprises resulting from unreasonable prices and change the situations 
in which some enterprises make large amounts of money with little effort while 
others lose more money the more small commodities they handle. Second, we need 

a unified commercial law. Third, we must eliminate exclusionary policies so as to 
bring advantageous situations into play and promote coordination. Currently, 
local exclusions have already emerged, according to which if a given area has a 
certain product, sale of that product when produced outside the area is not allowed. 
When third-level wholesale and retail e -erprises buy outside the province, they 
must observe the limitations of a products list. In reality, the more protection 
is given to backward enterprises, the less able they are to make progress. In 
1979, in order to protect local commodities, the Beijing No 5 Metallurgical 
Corporation would not allow the shipping in of nonlocal commodity brands and 
cheap, good-quality products, with the result that its stocks increased 26.5 
percent and sales dropped by 16.4 percent. 


In order to decrease blind operations and avoid circuitous proceedings, when 
engaging in competition, market forecasting and situation reporting must be 
intensified, and plan guidance of the apportionment of production must be 
strengthened. 


6. Grant commercial enterprises relative independence. While under unified 
planning, commercial enterprises must maintain relative independence. Only in 
this way can we stimulate enterprises to grasp market supply and demand changes 
more flexibly, to strive to improve operations and management, and to serve 
industrial and agricultural production and the people's livelihood better. In 
reorganizing enterprises, the Ministry of Commerce has laid down some management 
regulations for retail, third-level wholesale and food service enterprises. Their 
general spirit of decreasing administrative interference and granting the enter- 
prises a certain autonomy is currently being experimentally adopted. In addition, 
the provinces all have organizations in which expanded autonomy is being tested. 
To preserve the enterprises’ economic independence, a first important problem is 
that of changing over from payment of profits to taxation. Currently there is a 
very pronounced situation in which everyone is fighting for profit i. every 
direction. Implementation of partial retention of profits does not guarantee 
revenues to the financial organs, In addition, enterprise activity is limited 

by the division of the financial organs into blocks. It is best to change over 
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from payment of profits to payment of taxes. After an enterprise has paid ite 
taxes, it keeps all ite profite. Naturally, central and local taxes are collected 
separately. Thies approach is more beneficial to enterprise economic autonomy 

than the current system of paying part of proficte on the basis of the enterprise 
subordination system, 


Next, the enterprise should have certain funds of its own. This is highly 
necessary for wholesale enterprises. The system of “separate interest computation 
on credit" [quan'e xindai, cundai fenkai, fendang jixi] is extremely unfavorable 
for the wholesale enterprises, which play the role of “reservoirs,” and frequently 
forces them to take account only of fund turnover and not of normal stocks. 


Third, enterprise rights, responsibilities and interests must be coordinated. We 
should also implement the economic accounting system. The profit indicator alone 
cannot be used to judge enterprise achievement. 
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NATIONAL POLICY AND ISSUES 


ECONOMIC JOURNAL CRITICIZES FEUDALISM IN ECONOMY 


HKO060512 Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 10, 15 Oct 80 
pp 14-16 


[Article by Qian Jun-rui [6929 0193 3843): "“Vigorously Clear Away the Remnants 
of Feudalism in the Economic Sphere") 


{Text] The transformation of scientific socialism from theory to practice did not 
begin in advanced capitalist countries as anticipated by the founders of Marxism. 
On the contrary, the proletariat first achieved revolution victory and started 
building socialism in economically relatively backward or even very backward 
countries like Russia, China, etc. Czarist Russia was a feudal, military, 
imperialist country. Capitalism developed under the czarist system only for 
slightly more than half a century, and then the Great October Revolution over- 
threw the rule of the landlord and bourgeois classes and set up the first 
socialist country. China had a history of feudal rule for several thousand years. 
After prolonged revolutionary struggles, it leaped from a semifeudal, semi- 
colonial country to a socialist country. We have leaped over the normal stage 
of capitalist development. What we had for the past 100 years was simply compra- 
dor capitalism heavily tinged with feudalism. This heavy burden of feudalism has 
made a deep impression on the course of socialism in China and the Soviet Union, 
both in the economic base and the superstructure, and gives a negative influence. 
The degeneration of the Soviet Union from the world's first socialist country 
into a feudal, military, social imperialist country, from a positive teacher 
wholeheartedly cherished by the world's laboring people into a ferocious and 
detestable negative teacher, is directly connected with this burden which it had 
not conscientiously cast off. This is worthy of our serious consideration and 
vigilance. 





New China eradicated feudalism in the economy in a thorough way. The thorough- 
ness in doing away with feudalism in the land revolution during the period of 
10-year civil war and in the nationwide land reform after new China was set up 
far exceeded that of the advanced capitalist countries (for instance, France, 
England and Germany) and it was even exceptional anong socialist countries. 
However, in the superstructure, especially in the ideological sphere, we are far 
from having fulfilled the task of thoroughly eliminating feudalism. It should be 
admitted that our understanding of the danger of the remnants of feudalism in the 
sphere of superstructure toward the construction of socialism and of their nega- 
tive influence on the economic base is far from adequate. 








Our party has a glorious tradition of serving the people wholeheartedly and of 
having close links with the masses. However, after our party was in power through- 
out the country, especially after achieving great victories in the socialist 
revolution and construction, chiefly because of being proud, bad thinking and bad 
work etyles, such as the patriarchal system, the practice of one person alone 
having the say, bureaucracy, trying to obtain privileges, promoting on the basis 
of seniority, rigid stratification, etc., have developed among a portion of com- 
rades, especially among some leading cadres. All these bad things, to a great 
extent, are manifestations of the influence of the remants of feudalism. 


The essential characteristic of a socialist economy is public ownership of the 
means of production. In our country state ownership and collective ownership 

are the two forms of socialist public ownership. They shall exist simultaneously 
for a long period, each giving full play to its superiority. This kind of public 
ownership of the means of production is the core of the relations of production 
of socialism. Only in this way can there be the relation of real equality and 
brotherhood of the people in the entire economic life of the society; can people 
be guaranteed to be paid according to their work and not according to their 
capital or power; can people be motivated to give full play to their initiative 
and creativity; and can social labor productivity be guaranteed a constant 
increase and social productive forces rapid development, with the consequent 

and constant increase in material and cultural needs of the whole society being 
satisfied to the greatest extent. 


Ownership is the most crucial economic relation stipulated by law. Our constitu- 
tion and law stipulate that all the means of production in state-owned enter- 
prises belong to the people of the whole country and the means of production in 
collective-owned enterprises (including rural people's communes, production 
brigades and production teams) belong to all the members of the enterprises con- 
cerned. The rights of ownership are chiefly manifested in managerial authority 
over the enterprise and authority to distribute its products. These two powers 
converge on whoever is in control. That person is the main indication for 
measuring whether public ownership is real and whether ic is sufficient. 


At present, industrial and agricultural enterprises in our country usually 
practice the system of factory directors (chairmen of the people's communes, 
heads of the production brigades) assuming the responsibility under the leader- 
ship of the party committee. In places and units where democratic style is 
wanting and the patriarchal system of leadership is practiced, the authority 

to manage the enterprise and the authority to distribute products are actually 
in the hands of the secretaries or the factory directors (commune chairmen and 
heads of production brigades and production teams). There are no staff and 
workers’ conferences or representative conferences or the commune members’ con- 
ferences. Even if there are any, they are a mere formality, without real power. 
Socialist putlic ownership in such circumstances is at least extremely insuffi- 
cient and quite empty. This is actually ownership by the secretary or the 
factory director (the commune chairman, the head of the production brigade or 
production team). It completely destroys the superiority of socialist public 
ownership and obliterates the initiative and creativity of the masses of workers 
and peasants for production. 
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It is correct and entirely necessary to lay stress on centralized unity in the 
socialist construction. But we must strictly distinguish between socialist 
centrelized unity (whose foundation is democracy with appropriate dispersion as 

a condition) and feudal monarchy or individual dictatorship. Over-centralization 
of power, too rigid or too broad a unification, or even everything being decided 
by the leader himself, none of this has any relation to the socialist economic 
system. It seriously runs counter to the principle of giving simultaneous con- 
sideration to the interests of the estate, the collective and the individual. 

It greatly harms the initiative of different regions and different nationalities 
in giving play to each individual superiority to develop their economy according 
to their individual conditions. It deprives different regions and different 
enterprises of their due right to act on their own, restricts and harms their 
initiative. Everyone eats from the same pot, holding an iron rice bowl. Each 
holds himself responsible to his superior but not to the masses. Production is 
divorced from demand. Production is divorced from marketing. The interests of 
the state, the collective and the individual are divorced from each other, thus 
greatly reducing the economic effects of the enterprises, hindering the develop- 
ment of the social productive forces and the improvement of the life of the masses, 
seriously damaging the superiority of the socialist system. 


Socialism is the primary stage of communism. It is also a considerably long 
historical transition period from capitalism to communism. The economy of this 
period is a commodity economy under the state's planned guidance, based on the 
public ownership of the means of production (subsidized by a certain amount of 
Other economic component parts). It is a kind of special highly developed 
commodity economy. It serves to develop and expand socialism, and thereby 
creates conditions for negating (destroying) itself. 





A feudal economy is basically a natural economy in which a commodity economy has 
only a subordinate position. A commodity economy once developed somewhat in 
semifeudal, semicolonial China, but the extent of its development was very 
limited. The countryside was basically in a state of self-sufficiency. After 
liberation of the whole country, we built socialism, mechanically applying the 
pattern of the Soviet Union during the period under the leadership of Stalin. 

We also had deviations in our understanding. We wrongly thought that a socialist 
planned economy was incompatible with a market economy, looking upon it as capi- 
talism, at least as a breeding ground for capitalism. Therefore, pure adminis- 
trative means were employed to run the economy and to eliminate the market 
economy. The law of value and other laws of economy were treated with indiffer- 
ence. The regulation and rationing of goods and materials according to natural 
formation were taken as the main channel for circulation and distribution. These 
formed the foundation of the economic management system in our country. We know 
that the Soviet Union suffered from this kind of economic management system in its 
early stage. In China where the commodity economy was less developed, we suffered 
even more from it. We ran the socialist economy in a dry and rigid way. That had 
much to do with the influence of the deep-seated tradition of the natural economy 
in our country. Many of our enterprises often tried to make themselves "big and 
comprehensive" or “small and comprehensive," which ran counter to the principle 
of production (including service trades) socialization, production specialization 
and sharing out the work and cooperating with one another. This was also a 
manifestation of the influence by the feudal manor system and small production. 
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Another manifestation of the influence of the remants of feudalism on the 
economic work in our country was the rather strongly marked style of official 
industry, official agriculture, official commerce and official transportation. 
Quite a few of our organs of economic work, and various enterprises of our 
industry, agriculture, commerce, communication and transportation were often 
quite bureaucratic. Bureaucracy in state organs and in enterprises owned by the 
whole people greatly exceeded that in enterprises owned by the collective, and 
the bureaucracy in enterprises owned by the collective again greatly exceeded 
that in the individual economy. The only surviving individual economy today 

has little or no bureaucracy. It can be said that in our country the more public 
the ownership is the more bureaucratic it is. This seems to have become a law. 
Unfortunately it is an abnormal law. It can never be a normal law of the life 
of socialism. Bureaucratic airs is also called bureaucracy. Its essence being 
separated from the masses, being indifferent to them, paying no attention to 
their well-being and even ignoring their life or death and bullying them by 
relying on the great or small power in hand. These kinds of bureaucratic airs 
are of long standing and well-established. They can be found in capitalism and 
more easily found in comprador capitalism, but their real native home is feudal- 
ism. Feudalism is their ancestor. We must dig up the tomb of this ancestor and 
uproot bureaucracy. Otherwise, this stubborn illness of our organs being over- 
staffed, sluggish in work, not serving the masses but being served by then, 
never paying attention to economic effects and never paying attention to work 
efficiency can never be fully cured. It is simply impossible to realize the 
four modernizations without curing this serious illness. 


Because of the heavy burden of feudal traditions, our economic work often puts 
undue emphasis on following the regional administrative division and jurisdiction. 
This in fact obstructs and disrupts the natural flow of a modern economy by 
feudal, local, separatist regimes. The characteristics of a modern economy are 
socialization of production and various kinds of economic life, formation of a 
unified and complete national economy, to effect a reasonable international divi- 
sion of work and realization of the internationalization of economic life. In 
our country, different regions should give play to their own superiority accord- 
ing to their own characteristics, organize and combine in various ways in 
accordance with the principle of sharing out the work and cooperating with one 
another, and compete under planned guidance; and on qualified basis, form natu- 
rally and establish several economic regions and economic centers throughout the 
country. At the same time, we must resolutely break with the condition of closing 
the country to international intercourse and boldly expand international contacts 
on the basis of equality and mutual benefit. 


Finally we should like to point out a problem which » speedily and 
thoroughly solved. It is the problem of factionalis:  .- : economic workers, 
which is a pernicious influence sown by Lin Biao and the gang of four." It is 
a major obstacle preventing us from uniting as one and from being of one heart 
and soul in carrying on the four modernizations. It is more precise to say that 
this kind of factionalism is rather of a feudal character than of a bourgeois 
character. Lin Biao and the “gang of four" themselves are reactionary feudal 
factions having combined two into one. In order to usurp the party and seize 
state power, they promoted a feudal fascist dictatorship, trying to reduce our 
country once more to a colony or semicolony. They made use of backwardness and 
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superstition of some of the masses, stirred up feudal faccionalism, split the 
broad masses into two main factions, which clashed and fought at close quarters, 
caused great damage to production, sabotaged education, disrupted work, and 
pushed the national economy of our countr’ to the brink of collapse, which 
resulted in an unprecedented tragic l0O-veir calamity. The factionalism incited 
by Lin Biao and the "gang of four," disgu sed under the flowery attire of "revo- 
lutionaries" and “rebels,” restored and developed the most decadent and abomi- 
nable dregs of the feudal trade association and gangsters of old China, and 
endangered the socialist construction of our country. After smashing the “gang 
of four,” although this kind of factionalism has been overcome to a certain 
extent, its remnants still have much capacity for maneuver. We should never 
underestimate this. Whenever it has a chince, it will change its appearance, 
fan the flames of disorder, creating disputes and do harm to our most favorable 
situation of stability and unity. 





The 3d Plenary Session of the llth Congre:s of the party and the 2d Session of 
the Fifth National People's Congress called on the people of all nationalities 
of the whole country to resolutely bring about the great strategic shift of the 
focal point of our work to effect socialist modernization and to implement and 
carry out the policy of readjusting, restructuring, consolidating and improving 
the national economy under the leadership of the party and the government. The 
present focal point is readjustment and while making readjustment, restructure, 
consolidation and improvement are progressively carried out. Since the past 
year or so, remarkable progress has been made in the work of readjusting our 
national economy and reliable preliminary reforms of the economic management 
system have also been made or are being made on the basis of investigation and 
study. In his opening speech at the Third Session of the Fifth Political Con- 
sultative Conference, Comrade Deng Xiaoping pointed out: ‘In order to build our 
country into a modernized, highly democratic and highly civilized powerful 
socialist country, it is necessary to give play to the superiority of our social- 
ist system with utmost efforts. The most important thing is: in economy, to 
enthusiastically develop socialist production and to improve gradually the 
people's material and cultural life; in politics, to encourage full display of 
socialist democracy, to strengthen the socialist legal system, and to develop the 
united, lively and vigorous political situation; in organization, to discover, 
train and promote in great quantity persons of ability who meet the needs of 
modern construction, to provide wide opportunities of airing views and to make 
full use of each man's ability.” 





The various kinds of influence mentioned above of the remnants of feudalism in 
the economic sphere are the archenemies against giving play to the superiority of 
the socialist system of our country and against successfully realizing the four 
modernizations. The chief ones are the patriarchal system, bureaucracy and 
feudal factionalism, the three rogues. With these three, the masses of the 
people cannot be real masters in their own houses and cannot have high enthusiasm, 
initiative and creativity, and consequently the productive forces of the society 
cannot be smoothly developed, the life of the people cannot be gradually improved, 
the socialist democracy and legal system will be trampled and persons of ability 
who meet the needs of modernization cannot be discovered and trained. In a word, 
the superiority of the socialist system in our country cannot be given play; the 
magnificent target of building a modernized, highly democratic, highly civilized 
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socialist powerful country cannot be realized. Therefore, we must fully realize 
the extreme importance of clearing away these remnants of feudalism and under 
the leadership of the party's Central Committee, carry out deep and meticulous 
education throughout the whole party and the whole country. The main methods 
used are criticism and self-criticism, supported by the establishment and 
strengthening of systems and necessary organizational and disciplinary measures. 
We must exert ourselves to clear away the remnants of fevdalism in the economic 
sphere, give play to the superiority of the socialist system and victoriously 
realize the four modernizations. 
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NATIONAL POLICY AND ISSUES 


POSTS, TELECOMMUNICATIONS MANAGEMENT REFORMS SUGGESTED 





Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 10, 15 Oct 80 pp 23-24 


[Article by Deng Junwen [6772 0193 2429): "Some Suggestions for Reform of the 
Posts and Telecommunications Management System") 


[Text] In the 30 years since the state was founded, posts and telecommunications 
in this country have developed considerably, and an extensive urban and rural 
postal and telecommunications network centered on Beijing and linking together the 
entire country has been gradually developed, but in overall terms our posts and 
telecommunications activity is developing rather slowly, there is little advanced 
equipment, communications capacity is emall, service standards are rather low, 

and there are rather many problems with management work. The reasons are manifold, 
but shortcomings in the management system are an important cause. Accordingly, 
etudies dealing with improvement of the posts and telecommunications management 
system have become an urgent need. In the last 30 years, the system has undergone 
five major reforms; at times management has been primarily linear, while at other 
times it has been block by block, and instances of combining posts and telecommuni- 
cations and of their separation have existed side by side. About two-thirds of 
the time, a linear system has been used, while one-third of the time a block-by- 
block or two-level management system has been used. Currently the management 
system still has the following problems: 


1. A one-sided stress on administrative measures, while ignoring the regulating 
effect of economic laws on the management system. 


For many years articles have been written on the question of whether linear or 
block-by-block management is preferable, and the question of enterprise subordina- 
tion relations has been dealt with over and over, sometimes stressing concentration 
and sometimes stressing lower-level autonomy. The result has been a wavering 
between the two poles of overrigid unification and chaotic lower-level autonomy. 
Because of overreliance on administrative methods and the ignoring of the 
regulating effect of economic laws on posts and telecommunications activity, 

there has been no overall comprehensive analysis of overlapping relationships 

in poste and telecommunications economic activity or of adaptation to local 
conditions. Administrative measures are admittedly indispensable, and there must 
be «a delimitation of the jurisdictions of the central departments and the locali- 
ties, but exclusive reliance on administrative methods and administrative measures 
to solve an economic problem, with no account taken of economic laws 80 as to 
strike an overall balance, will make it impossible to achieve the desired effect. 
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2. Supply eyetem management with rigid centralized control of receipts and 
disbursements weakens enterprise initiative, 


For many years, posts and telecommnications enterprises’ supply systems have been 
managed on the principle of “receipts paid to higher levels, higher level approval 
required for disbursements, materials arranged for at the higher levels, capital 
construction taken care of by the state." Under this approach, the enterprise's 
management activity was directly regulated by state organs, and planning with 
regard to personnel, finance and materials was concentrated in the hands of the 
atacte agencies, while the enterprises lacked the necessary autonomy, which 
restrained management improvement activity and initiative in replacing facilities 
and carrying out technological renovation. 


3. Combined management which does not separate the areas and “one-big-rice-pot" 
minagement weaken management of the specialized areas and economic accounting. 


The posts and telecommunications sector consists of two distinct components, namely 
posts and telecommunications. Each of the two areas has certain subdivisions 

wich different characteristics and uses. Sut for a long time, combined management 
and "one-big-pot-of-rice" management which do not distinguish the characteristics 
of the different functional areas have been practiced. Por many years departmental 6 
leadership by the cognizant state agencies and enterprise management of posts and 
of telecommunications have been mixed together, with a one-sided stress on cor- 
respondence between higher and lower levels, which has weakened specialized manage- 
ment of posts, telecommunications, and their different functional areas. It 

also has resulted in major obstacles for enterprise economic accounting and 
specialized area economic accounting, with the result that any reliable basis for 
judging economic performance and determining funds expenditures by the specialized 
areas has been lost. 


I believe that in order to carry our reform of the posts and telecommunications 
system, we should lay stress on the following: 


1. Adjustment of enterprise structure on the principle of specialization and 
cooperation, and separation of the post and telecommunications areas. 


A rational economic structure is an important condition for promoting che develop- 
ment of modernized large-scale socialist production. Enterprise structure should 
foster the development of specialized production and cooperation, the improvement 
of production efficiency and the implementation of economic accounting. More 

than 95 percent of our country's existing posts and telecommunications enterprises 
are mixed post and telecommunications offices, while there are only a few 
specialized postal or telecompunications enterprises. Although both posts and 
telecommunications transmit information and link society together, the forms in 
which they do these things are entirely different, and they are two mutually 
independent communications systems. Most countries make posts and telecommunica- 
tions into separate communications systems and set up separate posts and 
telecommunications enterprises. In our country, with its extensive territory 

and vast population, the combined post and telecommunications system increases 

the complexity of management and operations. Accordingly, we should set up 
separate postal and telecommunications enterprises. Experience shows that the 
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current arrangement of postal communications centered in the capital, the 
provincial capitals and the county seats is suitable, At present the capital, 
the provincial capitale and the municipalities have individual post offices, but 
other cities and county seats have poste and celecommunications offices in which 
the two areas are combined; in the latter ve should set up independent post 
offices. At the same time, to allow for the postal system's characteristics, 
namely a coherent communication network, continuous delivery, dispersed structure 
and integrated operations, we should further organize regional integrated postal 
enterprises by province, municipality and auconomous region on the basis of county 
seat post offices. As for telecommunications, we have the Beijing Long-Distance 
Telecommunications Office in the capital, with the responsibility for linking all 
the provinces, as well as the Beijing Municipal Telecommunications Office, which 
is responsible for telephone communications within the capital. The various 
provincial capitals have city-run telecommunications offices--for Long-distance 
telecommunications and local telephone communications. Other than the provincial 
capitals, the cities and counties have post and telecommunications offices that 
combine telecommunications and postal functions. As telecommunications has 
expanded, it has become necessary to manage telecommunications as two separate 
areas, long-distance ctelecommunications and municipal telephone (or county 
telephone). Telecommunications enterprises of this type can thus be set up as 
long distance telecompunications offices, municipal telephone offices and county 
telephone offices. 


2. Readjust the enterprise management system and bring central and local activism 
into play. 


in reforming the posts and telecommunications management system, we should suitably 
delineate the operating and management powers of the central departments and the 
localities, bringing about division of labor and giving each its strengths so that 
they are well coordinated with each other. National posts and telecommunications 
should be the province of enterprises directly subordinate to the central depart- 
ments, and should be directly managed by the central departments, which helps 

to guarantee that national communications Links will operate effectively and that 
the national communications network will be planned and constructed in a unified 
fashion. The municipal telephone exchanges and province telephone exchanges 
which are responsible for local traffic are part of local public utilities and 
can be managed by the various provinces, cities and autonomous regions as local 
enterprises. Each province can institute integrated management or independent 
management by the provincial or municipal office, depending on conditions. 

This approach is beneficial for coordinated development of municipal telephone, 
provincial celephone, local industrial and agricultural production, and municipal 
government construction. 


3. Expanding enterprise autonomy. 


For a long time, under the situation of centralized receipts and disbursements, 
and combined operations, whether in linear or block-by~block management, the 
enterprises have functioned as appendages of the state agencies, have sot had auch 
autonomy as regards personnel, finances, materials, production, supply and sales, 
and have lacked production and operations initiative. The state should give 

the powers that are now excessively centralized to the enterprises and expand 
enterprises operating and management autonomy. The state agencies should change 
their practice of using administrative measures pure and simple to manage the 
enterprises, and should use economic levers and administrative measures in combina- 
tion to manage and direct enterprise activity. 
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NATIONAL POLICY AND ISSUES 





ECONOMIC JOURNAL DISCUSSES JOINT MANAGEMENT 


HKO50950 Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT) in Chinese No 10, 15 Oct 80 
pp 37-39 


[Article by Wang Guo Cheng [3769 0948 6134], Liu Gang (0491 0474) and Xing Yi Chu 
[6717 6654 0443]: “There Ie Great Promise in Joint Industrial and Agricultural 
Management--Investigation on the Shanghai Dazhihe Woolen Mill") 


[Text] The Dazhihe Woolen Mill is a new enterprise operated jointly by workers 
and peasants in Shanghai Municipality. It is a medium-sized woolen mill under 
the joint management of the Wool and Jute Fabric Company of the Shanghai Textile 
Industrial Bureau, the Huanglu Commune and the Sandun Commune of Nanhui County. 
Practice shows that there is a great future for joint management in the textile 
industry. 


The 34 plenary session of the llth party Central Committee called for emancipating 
the thinking in the various trades, for the joint management of agricultural- 
industrial-trade enterprises and for the rapid development of light industries, 
textile industries and the handicraft industry. The Textile Industrial Depart- 
ment had allocated a set of Japanese woolen textile equipment consisting of 9,200 
spindles to Shanghai. According to regulations, the overseas loans and interest 
to purchase this equipment are to be repaid by the municipal textile industrial 
bureau by supplying colored fabric. The department stated that there had not 
been much increase in output though the old spindles have been replaced with new 
ones and thus we cannot repay the foreign loans on time. These two facts lead us 
to the plan of using the old spindles in the outskirts of the county and thereby 
paving «a new way for increasing production. 


With the approval of the municipal leadership, leaders of the municipal textile 
bureau arranged negotiations between the worker-peasant joint enterprise and 
comrades in charge of industry in the Nanhui County Committee. Since it is bene- 
ficial to both the agricultural and industrial sides, an agreement was reached 
rather quickly. Both the industrial and agricultural sides decided to set up 
specialized leadership bodies immediately and made preparations for the con- 
struction of the Dazhihe Woolen Mill and the Friendly Woolen Mill. On 13 February 
1979, they broke ground and on 1 February 1980 they started production; the 
production is all-encompassing. The total construction area of the plant is 
13,500 square meters. It has 5,200 British-style woolen textile spindles and 

760 workers and can manufacture 800 to 1,000 tons of cashmere and knitted fabric 
every year to meet export and domestic demands. 
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Superiority of Joint Worker-Peasant Plante 


Joint operation can create new productive forces. The road of joint management 
ie a new way to accelerate the development of the textile industry. For the 
past year, the constructing and operating of the Dazhihe Woolen Mill has 
initially revealed the superiority of joint worker-peasant management. 


Firet, develop the superiority of both the agricultural and industrial sides, 
develop the strong points and avoid the shortcomings and build the plant 
rapidly. In a joint agricultural and industrial operation, the industrial side 
supplies specialized equipment and the technical force and is responsible for 
managing the enterprise. The agricultural side supplies the land, the labor 
force for capital construction and the workers. This guarantees a rapid start, 
rapid production and rapid results. As soon as the industrial and agricultural 
sides had come to an agreement in December 1978, the municipal Wool and Jute 
Fabric Company, the Nanhui County Textile Company, the Huanglu Commune and the 
Sandun Commune sent a group to take overall responsibility for the work of con- 
structing the plant. In less than a month, they had drawn up initial plans by 
selecting the points, coming up with an engineering design stipulating the scale 
of operation, and stipulating the products to be produced. In the process of 
construction, the agricultural side called up more than 2,000 laborers. They 
overcame various difficulties and in only 85 days, completed the tasks of 
constructing the main plant covering 5,200 square meters and created favorable 
conditions for beginning production before the scheduled starting date of the 
Dazhihe Woolen Mill. 





The Municipal Wool and Jute Fabric Company also mobilized workers in all aspects 
of the textile industry and old skilled craftsmen from six woolen mills used 
their own tools and accessories to install the plant's main equipment. The 
worker-craftemen made every minute and second count, and even when they were 
tired they continued to fight. Under the vigorous support of these workers, all 
of the 5,200 spindles were properly installed by the end of October. Since 
February, it has produced more than 180 tons of wool which basically conform to 
the quality index, earning an income of more than 600,000 yuan. This plant has 
been earning revenue since it started production. It is estimated that all 
investment will be repaid by the production output of approximately 1 year. 

Less than a year was required between ground-breaking and starting full-scale 
operation in this medium-sized woolen mill. 


Next, it helps renovate equipment, taps reserves and is beneficial to reforms, 
transformation and acceleration of the development of the textile industry. 

In order to vigorously develop the textile industry, it is necessary to reform 
the industry according to the principle of specialized cooperation and imple- 
ment the upgrading and substitution of products. The old products must be 
“shelved” and those still usable should be sent to the lower levels. A joint 
worker-peasant plant can shoulder the tasks of "propagating the species and 
continuing the line" of textile products. 


In the Dazhihe Worker-Peasant Joint Management Plant, 11 backbone workers of the 
industrial equipment plant an‘ technical management departments participate 
directly in production management and have led the operation and management of 
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the mill onto the right track. In production technology, the workers selected 
and tranaferred more than 10 old ekilled technical workers to the joint manage~- 
ment plant as technical consultance and selected and transferred more than 100 
young workers from the joint management plant as "seeds" to be allocated to 

No 17 Woolen Mill and other unite to undergo technical training. After training, 
these young workers will return to the plant to teach the advanced technology and 
mobilize a group of people to master new operation skills. The 11 backbone 
workere are mainly management personnel sent out by state enterprises and are 
quality controllers. They see to it that production is carried out in strict 
accordance with regulations. All the workers--old workers with their experience 
and young workers with their ekillse--are constantly raising the technological 
level of production which guarantees quality products. Since the Dazhihe Joint 
Management Plant started full-scale production, the quality has very rapidly 
approached the levels of other plants in the same industry and has remained 
fairly stable. 


Within 1 year, the No 17 Wool Mill of the municipal Wool and Jute Fabric Company 
has installed the 9,200 new spindles and help build the Dazhihe Woolen Mill with 
its 5,200 spindles. The Dazhihe Woolen Mill produces approximately 1,000 tons 
of knitted fabric to satisfy domestic and overseas demands. It is estimated 
that the mill's annual output will reach 30 million yuan. Thus, the taxes and 
profits submitted to the state each year could reach more than 7 million yuan. 


Next, it helps improve the lives of peasants, promotes economic development of 
the countryside and gradually wipes out the differences between the town and the 
countryside. In the suburbs of Shanghai, there are many people but not much 
land, and water conservancy projects over successive years have reduced the area 
of arable land. This has made the contradictions between a dense population and 
@ scarcity of land stand out even more. Since completion of the Dazhi River 
project, each person in Huanglu Commune and Sandun Commune has less than 0.7 mu 
of land on the average. There are many people and not many farm jobs. The 
commune members took turns doing the work and the surplus labor force urgently 
needed an outlet. The joint worker-peasant Dazhihe Plant has precisely solved 
these contradictions in the countryside. These two communes have allocated 71 mu 
of land for building factories and made arrangements for the employment of more 
than 700 young commune members, and this has reduced social pressures. The 
income of these industrial commune members working at the plant is 100 yuan more 
than an average commune member and there has been tremendous improvement in their 
livelihood. In the joint worker-peasant operation of the plant in particular, 
industry both supports and promotes agriculture and will help to develop a 
prosperous countryside. It is estimated that the annual output of the Dazhihe 
Woolen Mill will be more than 30 million yuan and that profits could reach 

4 million yuan. After proportional distribution, each of the two agricultural 
communes could obtain a net profit of 700,000 yuan. This will strengthen the 
collective economy, develop brigade industry, accelerate agricultural mechaniza- 
tion and help to develop a new socialist industrial and agricultural countryside 
and wipe out the differences between the town and countryside. 


Finally, it helps to decentralize industries in the municipality and improve 
the industrial layout. Industry in Shanghai Municipality is overcentralized. 
On the average, there are 30 or 40 plants and more than 40,000 people in every 
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equare kilometer. This industrial structure needs to be further adjusted. There 
is a total of 430,000 workers in the municipal textile industry system. The out- 
put value occupies one-fourth of the total industrial output of the whole muni- 
cipality and the amount for export occupies 40 percent of the total export. If 
textile industry is to be greatly developed, 300,000 spindles will have to be 
added by 1985 and there must be innovations in the development of wool spindles 
which will result in a great increase in output. In order to promote the textile 
industry, it ie necessary to add new productive capabilities while continuing to 
tap reserves and renovating and transforming the existing enterprises. In order 
to establish new textile plants in the municipality various restrictions such as 
land requisition, the intensity of work and the speed of plant construction have 
to be overcome. Therefore, we should definitely open up a second battlefield of 
textile industry in the county's suburbs. The establishment of the Dazhihe 
Woolen Mill has opened up a new path in this direction. 





Problems That Require Further Studies 


First, the question of the nature of joint worker-peasant management enterprise. 
The Dazhihe joint worker-peasant management plant is a new form of ownership. 
Its nature needs to be investigated and studied. Can we say that the nature of 
joint worker-peasant management enterprise is state collective ownership? 


The Dazhihe Plant is the result of coordination between ownership by the whole 
people and collective ownership and not the amalgamation of the two ownership 
systems. The ownership of workers and peasants of the original means of produc- 
tion for a fairly long period of time has maintained relative stability and 

cannot be changed indiscriminately. This means that a joint management enter- 
prise must have unified planning over the utilization and calculation of manpower, 
and supply of financial and material resources. But, the basic form of the two 
types of ownership remains unchanged, which means property ownership remains 
unchanged. The staff relations and policies on wages and welfare remain unchanged. 
The source of funds and the channeling of profits and taxes submitted remain 
unchanged. This will bring into play the superiority of workers and peasants 
respectively. They can bring out their strong points and avoid their shortcomings 
and overcome their weaknesses by acquiring other people's strong points. They can 
learn from one another, supervise one another and call up the initiative of 
peasants and workers so that management of the enterprise continues to steadily 
improve. 


Second, the question of investment and profit allocation for joint worker-peasant 
management enterprise. The Dazhihe Plant was founded on the basis of voluntary 
cooperation. Therefore, profit allocation must be fair and rational and atten- 
tion must be paid to the economic interests of the state and collective. Profit 
allocation in the Dazhihe Woolen Mill is based on the proportion of investment. 
After detailed calculation and repeated negotiations, the industrial and agri- 
cultural sides have ascertained the proportion of profit allocation according to 
the principle that each should share in the profits. The total investment of the 
whole plant is approximately 4.32 million yuan and investment from the industrial 
side is 2.33 million yuan which is approximately 55 percent. Agricultural 
investment is 1.9 million yuan which is approximately 45 percent. Thus, it is 
more rational to allocate profits according to the proportion of actual 
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investment. The workers approve of this and the peasants are satisfied. How- 
ever, there are disputes regarding whether land should be considered as part of 
the investment. The method used by the Dazhihe Woolen Mill to solve this prob- 
lem is to require the enterprise to provide a land compensation fee of 300 yuan 
per year by calculating the annual output of each mu of land. In order to 
further develop the production of woolen textile, that plant is prepared to 
implement profit retention after repaying loans which will be used to increase 
reproduction and for the collective welfare of staff. 





Third, on the question of organized leadership in joint management enterprise. 
The Dazhihe Woolen Mill has set up a leading body under the party's and govern- 
ment's unifying leadership, command and planning and set up a functional organi- 
zation to unify management and thus attain unity in the following nine aspects: 
the party, the government and the masses, manpower, financial and material 
resources, supply, production and marketing. The staff who do the main tasks 

in the plant and office are assigned by the industrial side while the staff for 
subsidiary posts are recommended by the agricultural side upon approval of the 
municipal party committee of the Wool and Jute Fabric Company. On the whole, 
the industrial side is responsible for supply, production and marketing and 
enterprise management. The agricultural side is mainly responsible for local 
tasks such as patriotic public health campaign, militia work and so on. How- 
ever, in the course of carrying out this work, approval must be sought from the 
industrial side and this must not affect the mill's production. The Nanhui 
County Committee intends to set up an investment share company in the future. 
The various communes will be able to invest by buying shares and there will be 
a board of directors. The board will handle major questions on the joint manage- 
ment enterprise and there is to be no direct contact with the communes. This 
method has various strong points. The first is that the municipal departments 
concerned will establish links with investment companies for planning, and make 
full use of the existing plants now operating under capacity within the county. 
They rationally set policy to avoid "a free-for-all" whereby new plants spring 
up helter-skelter. This will establish a means for requisitioning land as well 
as extending the front of basic construction. The second strong point is that 
staff for the subsidiary posts in the joint management plant are all sent from 
the county committee and they have no relation with the communes. This will 
simplify organization and reduce the contradictions between the agricultural and 
industrial sides in staff deployment. The third point is that the various com 
munes are allocated bonuses according to their number of shares. This can solve 
the phenomena whereby some communes are rich and those living there are happy and 
others are poor and their people are sad. The county can help and support rela- 
tively poor communes in the border areas. 


Fourth, the question of management and operation. The Dazhihe Woolen Mill uses 
the same operation and management methods as the state enterprises. Thus, it 
exercises excessive and rigid control in production management. The plant has no 
autonomy in management. This does not help develop the initiative of either the 
agricultural side or industrial side. Joint worker-peasant management mill is the 
corporate body of the state enterprise and the commune collective economy. In 
management and operation, it is necessary to absorb the strong points of the 

two types of ownership and adopt the scientific part of management and operation 
in state enterprise, but it is also necessary to develop the characteristics of 
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independent accounting, shouldering responsibilities for one's own profits and 
losses, flexible management and strong adaptability of the collective enter- 
prises so that the enterprises have certain autonomy in management and opera- 


tion. Only this way can the initiative of both the industrial side and agri- 
cultural side be released and the superiority of joint management enterprise be 


brought into play. 
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NATIONAL POLICY AND ISSUES 


PRC JOURNAL ON SOCIAL’ ~ ENTERPRISE MANAGEMENT 


HK100511 Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 11, 15 Nov 80 
pp 14-22 


[Article by Jiang Yiwei [5592 0001 5517): "Om the Basic Characteristics of 
Socialist Enterprise Management." Article bears the following footnote: "This 
article was a learned report given by Comrade Jiang Yiwei at the first annual 
meeting of the China Enterprise Management Association in February 1980. For 
this publication, the author has made only a few lexical revisions."] 


[Text] It was pointed out at an early date by Marx that enterprise management 
possesses a dual nature, namely, the natural nature which it possesses in rela- 
tion to the productive forces and to large-scale socialized production, and the 
social nature which it possesses in relation to the relations of production and 
to the social system. This dual nature is fundamentally brought about by the 
fact that commodities possess a dual nature. If we recognize this dual nature, 
thie will have great significance in guiding our correct treatment of the hand- 
ling of the problem of the similarities and differences between socialist and 
capitalist enterprises. 


In the past, because the tendency toward extreme leftist thought was allowed to 
spread unchecked, it was only permitted to talk about the social nature and the 
clase nature of enterprise management, and enterprise management and politics 
were confused, coming to mean virtually the same thing; the basic principles of 
enterprise management were summed up as containing only a few political elements, 
and its scientific content, founded on the basis of the socialization of labor 
and modern production technology, was eliminated completely. As for the valu- 
able experience accumulated in this field by capitalist enterprises, it was dis- 
missed out of hand, and if it was not, it was labeled as “taking the capitalist 
road." This extremely biased concept, of taking into account only politics and 
ignoring science, of only taking into account the differences and ignoring the 
similarities, caused grave setbacks in the development of the science of manage- 
ment in China. 


Today we are bringing order out of the chaos, and are beginning to overcome and 
eradicate the above-mentioned bias, and to admit that management is a branch of 
science, with its own objective laws; we are concentrating on the similarities of 
management and, on the basis of summing up China's own experience which has been 
effective in practice, we are actively absorbing foreign experience, and have thus 
opened up wide prospects for the rapid development of China's management science. 
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However, while taking into account the eimilarities, we must simultaneously pay 
attention to the differences, for otherwise, another mistaken bias will come 
about. In the final analysis, there are basic differences between socialist 
enterprises and capitalist enterprises. If these are given expression in the 
management of enterprises, socialist enterprise management will inevitably come 
to have its own special characteristics. Only by gaining an understanding of 
these special characteristics and by making correct use of them can the superior 
nature of socialiem be brought fully into play, in order to light the way for the 
realization of a Chinese modernization of management. This article will discuss 
gome simple points of our understanding in relation to this problem. 


(1) The Basic Characteristics of Socialist Enterprise Management 


The basic characteristics of socialist enterprise management are determined by 

the socialist economic system. The fundamental differences between the socialist 
system and the capitalist system lie in the fact that socialism practices the 
system of public ownership, has eliminated the phenomenon of man's exploitation 
of man, and that its whole national economy develops in a planned and proportional 
way under unified state guidance. These special characteristics of the socio- 
economic system have not only determined the socialist nature of enterprises, but 
also inevitably cause fundamental differences to occur in the field of management 
between socialist enterprises and capitalist enterprises. 


Enterprise management possesses a dual nature. In enterprise management, as far 
as the functions of equitably organizing the productive forces and of organizing 
large-scale socialized production are concerned, there are similarities between 
socialist and capitalist enterprises, and no fundamental differences exist. Of 
course, differences will still exist because the levels and scaie of the develop- 
ment of the productive forces and the socialization of labor are not the same, 
the environmental and historical conditions are dissimilar, and so on. But these 
differences are not fundamental ones. This is by no means the case, however, in 
matters relating to the handling of production relations and economic benefits 
within enterprise management; here fundamental differences do exist between 
socialist and capitalist enterprise management. Because socialism still needs 

to carry out commodity production, certain characteristics formed by commodity 
production will continue to exist, such as, for example, the use of the market 
economy, the role of price laws, the use of economic means in the management of 
the economy, and so on. These economic functions are very similar in form to 
those of capitalist enterprises, and in these areas we can, moreover, absorb 
useful experience from capitalism. But similarity of form is not the same as 
being intrinsically identical. Since, ultimately, socialist commodity production 
is not the same as capitalist commodity production, some forms and methods of 
management relating to commodity production also possess completely dissimilar 
natures and significances. 


Looking at things from the angle of the relations of production, the management 
of enterprises covers relations in three fields, namely, the relations between 
enterprises and the state, the relations between enterprises, and relations 
within enterprises. Under two dissimilar social systems, irreconcilable differ- 
ences will come to light in these three fields of relationships. 
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Let us look first at the relations between enterprises and the state. 


The socialist state not only has political functions, but also possesses economic 
functions. In economics, if the state represents the workers as a whole, then an 
enterprise will represent part of the workers. The relationship between enter- 
prises and the state is thus essentially the relationship between a part of the 
workers and the workers as a whole. The real nature of this relationship is the 
relationship of economic benefits, the relationship between the economic interests 
of a part and the economic interests of the whole. 


The two most important forms of ownership system in China's enterprises at 

present are the system of ownership by the whole people and the collective owner- 
ship system, and both of these belong to the category of public ownership systems. 
Theoretically speaking, in two dissimilar systems of public ownership, there 
should be some difference in the level of benefits accruing to the section of the 
workers represented by enterprises. However this distinction has encountered some 
difficulties in practice; exactly how important this distinction is in theory is a 
question which is open to discussion. Nevertheless, there is one point which can 
be affirmed: in the socialist stage of history, commodity production must still 
be carried out, and enterprises must exist as the basic units of the national 
economy; whether these enterprises are owned collectively or by the people as a 
whole, they still represent a producer of commodities, and they necessarily 
possess the independent nature and independent economic interests of producers 

of commodities. But they are not the same as privately owned enterprises, in that 
their independence cannot be absolute independence, and can only be a relative 
independence, under the unified guidance of the state; as for economic interests, 
here again enterprises can only strive to increase and develop their economic 
interests according to the principle of the subordination of the interests of the 
part to those of the whole. This is a point on which socialist and capitalist 
enterprises are fundamentally at variance. 


Next, we will consider the relations between enterprises. 


The relationship between socialist enterprises is also entirely dissimilar from 
that in capitalist societies. This is because, even if each enterprise is a rela- 
tively independent economic entity, all enterprises are still primarily equal 
members of the socialist economy as a whole, and have common interests. This 
unanimity of interests determines the relationships between them, which are pri- 
marily relationships of mutual cooperation, mutual support and, when necessary, 
of working together as a single integrated entity. The development of this kind 
of cooperative relationship can assist in raising the level of socialization of 
production, thus speeding up the development of the productive forces, which in 
turn will benefit the growth of the enterprises themselves, and of the national 
economy. However, a certain conflict of interests must necessarily exist between 
socialist enterprises, and there must be a suitable amount of competition between 
enterprises, so as to permit the occurrence of profit differentials according to 
whether the results of production operations are good or bad. These differences 
constitute only a contradiction among the people, based on the common interest; 
under the unified guidance and coordination of the state, not only does the sort 
of mortal conflict that exists between capitalist enterprises not arise, appro- 
priate differences will, on the contrary, give a significant impetus to the 
promotion of the development of the productive forces. 
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Finally, we will consider relations within enterprises. 


Within enterprises, as a result of the elimination of exploitation under the 
socialist public ownership system, the class conflict within enterprises has also 
been done away with. The staff and workers of enterprises are no longer those who 
offer their labor for sale, but the owners of the enterprises. The workers are 
directly linked with the means of production. Whether the state, the enterprises 
or individuals gain a pr. t as a result of their labor, the workers are, in the 
final analysis, working f°: their own benefit. The individual benefits accruing 
to workers and staff a. a1 relation to the size of the contributions made by 
individuals, to the que | y of enterprise operations, and to the speed of national 
economic development. . only need to let the broad masses of workers see this 
connection, and gain real benefit therefrom, in order to arouse the great enthusi- 
asm and creativity which are the source of the superiority of socialism over the 
forces of capitalism. 


The distinguishing features of the above production relations have determined 

the basic characteristics in respect of the management of socialist enterprises. 
What exactly are these characteristics? I believe that the above-mentioned dis- 
tinguishing features of the production relations can be compressed into three 
basic characteristics, that is: the state nature of management; the democratic 
nature of management, and the mass nature of management. None of these three 
qualities are capable of being fully possessed by capitalist enterprises. They 
are the embodiment of the superiority of the socialist system. Nevertheless, 
this superiority is still only an objectively existing possibility; if we wish to 
transform this possibility into reality, this will still depend on whether or not 
we are able to adopt the correct forms and methods, in order to give genuine ful- 
fillment to the positive role of these three qualities in the field of management. 


(2) The State Nature of Socialist Enterprise Management 


The socialist enterprise is an economic unit under the unified guidance of the 
state which carries out independent operations and practices independent 
accounting. It should possess considerable autonomy, and also be responsible for 
its own profits and losses after it has fulfilled its obligations to the state. 
But it is not the same as a privately run enterprise; each unit is not isolated 
and cut off from help, and does not stand or fall on its own merits. Under uni- 
fied state guidance, although an enterprise has autonomous rights and powers, it 
nevertheless also has clearly defined obligations. The state not only safeguards 
the legitimate rights and interests of enterprises, but also provides them with 
guidance and necessary support. Although the state management and administration 
of enterprises does not constitute direct control, it should still stipulate their 
direction of growth, so that it is in harmony with requirements for the planned 
and proportional development of the national economy; the state should formulate 
all kinds of economic policies and legislation, and should unify and coordinate 
the operational activities of enterprises. Consequently, in management, socialist 
enterprises do not have complete freedom to go their own way or for each to do 
what it thinks right; they have, to a very large extent, a state nature. Only 
within a scope stipulated by state policies and decrees are the enterprises able 
to give full expression to their subjective dynamic roles, and to continually 
improve their operational management, so as to achieve a greater development of 
the enterprise economy. 
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Socialist enterprise management has a state nature, and this is not the same as 
the intervention of capitalist states in capitalist enterprises. In order to 
coordinate the interests of the capitalists, and to further certain public 
interests, capitalist states have also increased their intervention in enter- 
prises. In the management of their operations, enterprises must also respect 
their governments’ policies and legislation. But these enterprises are 
privately owned, and they view state intervention as an additional burden 

imposed from outside, and they use a great deal of energy in evading state inter- 
vention or treating it in a perfunctory manner. The socialist public ownership 
system determines the relationship between the state and enterprises as the rela- 
tionship between the parts and the whole of the economic system. This economic 
wholeness determines the unanimity of interests, and the state's unified guiding 
role promotes the development of enterprises rather than stifling it. This unity 
allows socialism tc overcome the ungoverned state of capitalist production, and is 
a powerful manifestation of the superiority of socialism over capitalism. In the 
past, however, we caused this unity to become absolute, thus completely doing 
away with the comparative independence of enterprises. In its approach to 
enterprises, and especially to the production operations of enterprises under the 
system of ownership by the whole people, the state imposed on them centralized 
management and direct control by the central organs of state or by the local 
organizations: their duties were handed down by the state, their funds were 
allocated by the state, each individual management method was exactly specified 
by the state, in the economic field, the system of unified income and expenditure 
was put into practice, and so on. This type of economic setup really meant that 
the state was transformed into an enterprise of unparalleled size, and thus that 
every enterprise became a branch organization belonging directly to the state 
administrative setup. Practice has made it clear that this form of centralized 
management constitutes a misunderstanding of socialist economic unity, and that 
it has resulted in the fettering of the self-determining function of enterprises, 
and seriously obstructed the development of the productive forces. 


Unified guidance and centralized mamagement are not one and the same concept. 
Unified guidance does not necessarily have to make use of the methods of cen- 
tralized management. To integrate unity with independence, to establish enter- 
prise autonomy, and to allow enterprises to give complete expression to their 
initiative and enthusiasm, is a central problem in the prusecution of China's 
present reform of the economic system. But in bringing into play the independent 
and self-determining roles of enterprises, we must definitely not relinquish the 
unified guidance of the state; to relinquish this would be tantamount to 
relinquishing socialism. 


In the field of management, socialist enterprises possess a state nature; this 
means that they should, and must, embody the state's function of unified guidance. 
This state nature should generally include the following aspects: 


l. The establishment and development of enterprises must conform with the 
requirements for the planned and proportional development of the national 
economy. 


The planned and proportional development of the national economy is a basic prin- 
ciple of socialist economics. Adherence to this principle is an important 
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precondition for overcoming the ungoverned state of social production, The chief 
measure for the implementation of this principle should be the contro! of the 
establishment and of the direction of development of enterprises. The star iag up 
of an enterprise, whether it be owned collectively or by the people as 4 ole, 
whether it be central or local, must undergo scrutiny by the appropriate planning 
departments or industrial and comercial administration and wanagement departments, 
according to the requirements of state economic policies and of the national 


economic development plans. The state should draw up an “enterprise law," clearly 


laying down the procedure for the approval and registration of newly formed enter- 
prises. Thus it will be impossible to gain approval for the establishment of pro- 
posed enterprises which do not conform with the requirements of economic develop- 
ment, which do not possess the necessary conditions, or which are not economically 
feasible in terms of scope or technology. As soon as they have been approved and 
regiatered, however, enterprises achieve a relatively independent status in 
economice and the status of a legal person in relation to the law; in addition 
they possess all the rights and obligations stipulated in the terms of the 
“enterprise law." Provisions concerning the direction of product specialization 
or the modification of established enterprises must aleo be scrutinized and 
approved by the state. There should be a precise differentiation of the powers 
and acope of approval pertaining to central and local bodies. 





State control of the establishment and the direction of development of enterprises 
is the chief function of the state's unified guidance of the national economy, but 
the setup currently in force is in direct opposition to this; on the one hand, its 
direct intervention in the operational management of existing enterprises is 
excessive, and on the other hand it lacks serious scrutiny and control of the 
setting up of enterprises. We are implementing family planning to control the 
population, but in respect of the emergence of new enterprises, we are content to 
let things drift, and this is entirely incompatible with the principle of the 
socialist planned economy. 


2. Enterprises must receive the guidance of state economic planning, and 
priority must be given to fulfilling orders for goods placed by the state. 


Through the reform of the economic system, China will bring into being a planned 
management system involving the integration of regulation by planning mechanism 
and regulation by market mechanism. According to the needs and possibilities of 
national economic development, the state will lay emphasis on the formulation of 
long-term plans and regional economic programs, pointing the way for enterprise 
development. As far as annual and day-to-day production plans are concerned, we 
should give enterprises a relatively high level of production autonomy by adopting 
the methods of allowing higher levels to be influenced by lower levels, and of 
integrating higher and lower levels. At the same time, the state will be able to 
supply enterprises with information and forecasts concerning the requirements of 
domestic and foreign markets; with reference to cooperation in the distribution of 
labor among enterprises, the state will, by means of certain mechanism, be able 
to effect linkages and coordination, which will heip enterprises to develop pro- 
duction in a better way, and to satisfy the needs of society. Certain important 
or scarce goods and materiale should remain under direct state control, and be 
subject to centralized purchase and marketing, and enterprises may be ordered by 
the state to produce these goods and materials. 


64 











When the above economic setup ie in force, enterprises will, subject to the 
planned guidance of the estate, determine their own operational policies and 
development programs; enterprises should arrange their own production obligations 
according to state and market requirements, and are also responsible for giving 
priority to the fulfillment of orders for goods placed by the state. 


3. Enterprises should strictly carry out the state's ec momic policies and 
reapect the state's economic legislation. 


The formlation of all economic policies and every piece of economic legislation 
ie an important means for the centralized management of the national economy by 
the estate. Policies and legislation determine the standards which enterprises 
must abide by in their production operations, and are an important foundation 
for all aspects of management work in socialist enterprises. 


The exercise of a restrictive function in the operations! management of enter- 
prises by the state through all kinds of economic policies and legislation is 
entirely different from the use of administrative means by the state to directly 
control the activities of enterprises in production operations. Within the scope 
of policy limitations and what ie permitted by law, enterprises may exercise a 
great deal of autonomy, and realize the full potential of their subjective dynamic 
roles, just so long as they do not disrupt the unity of the socialist economy. 

The state can thus greatly reduce ite administrative efforts, simplify ite 
mechaniems, and redeploy significant forces to the development of strategic 
policymaking for the national economy. 


4. In accordance with centralized state provisions, enterprises must make 
rational arrangements for the distribution of economic gains. 


Distribution according to work is a fundamental principle of socialism. The 
proper implementation of this principle should primarily be expressed as the 
earning of differing incomes by enterprises according to whether the results of 
their production operations are good or bad and whether their contributions to 
society are great or small. Then, the equitable distribution of the earnings 
among workers and staff is carried out within the enterprises, according to 
whether individual workers’ contributions have been great or small, thus relating 
the earnings of workers and staff directly to the operational results of the 
enterprises. That there should be a disparity of earnings between enterprises, 
between one group of workers and another, is in accordance with socialist prin- 
ciples. However, these disparities cannot be unlimited; the gaps must not be 
too wide. 


For the benefit of the rapid development of the national economy, the state 
should take the correct steps to arrange rational proportions of accumulation 

and consumtion. Aside from the handing over of various sums to the state in the 
form of taxes, and giving administrative expenses and accumulated funds to the 
state, within the enterprises themselves, socialist enterprises cannot have 
complete independence in the distribution of their own earnings; they must carry 
out distribution in accordance with the centralized provisions of the state, with 
one part being used as a production development fund for the enterprise and 
another part going toward wages and bonuses for workers and staff and the 
development of collective welfare projects. 
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It ie clear from the above aspects that the independence of socialist enter- 
prises is by no means the same thing as the independence of capitalist enter- 


prises. Through the formulation of economic policies, legislation, and 
centralized economic plans, the state exercises the function of unified guidance 
in respect of the operational management of enterprises, thus causing socialist 
enterprise management to possess 4 state nature. The internal management of 
enterprises and the state's centralized management are closely connected, and 
complement each other. 


(3) The Democratic Nature of Socialist Enterprise Management 


The second characteristic of socialist enterprise management is its democratic 
nature. 





Marx said, “Insofar as its form is concerned, capitalist management is auto- 
cratic." (The Complete Works of Marx and Engels," Vol 23, p 369) This is an 
unavoidable manifestation of the capitalist system of private ownership. Because 
of the development of modern production technology, the proportion of mental labor 
in the composition of labor is steadily growing larger, and modernized production 
increasingly requires initiative in its production workers. Also, at the same 
time, because of the increasing acuteness of class contradictions, capitalist 
enterprises have had no choice but to adopt some democratic management forms, 
such as the implementation of “worker participation in management," recruiting 
small numbers of staff and workers to take part in board meetings, promoting 
workers’ “democratic management," and so on, in order to alleviate class con- 
tradictions. It should be admitted that capitalist enterprises have achieved a 
certain measure of success by adopting this kind of method. Under the private 
ownership system, however, there can never exist any true democracy between the 
owners of capital and hired laborers, and the authority to manage enterprises 
can only be concentrated in the hands of the bourgeoisie and their agents. Under 
certain circumstances, the adoption of these forms of democratic management can 
play a role in alleviating class contradictions, but can never eliminate the 
contradictions. Only under the socialist system, with the public ownership of the 
means of production, and when the workers have becowe the owners of enterprises, 
is it possible to implement genuine democratic management. 


The socialist pubiic ownership system has made it possible for enterprises to put 
into effect genuine democratic management. But if we wish to turn this possi- 
bility into reality, and bring enterprises under the unified guidance of the 
state, this will really depend on the masses of workers and staff being the 
masters of their own destiny, so that their socialist enthusiasm can be brought 
into play to the greatest possible extent, and we will still need to have a 
concrete organizational form which is suited to, and beneficial for, the social- 
ist system of public ownership. 


The system of democratic centralism is the organizational principle by means of 
which the proletariat carry out the revolutionary struggle. It represents an 
important summary of the experience gained by the proletariat over a long period 
of political struggle. But it can also be appropriately applied to the prosecu- 
tion by the proletariat of the production struggle. After the victorious conclu- 
sion of the October Revolution, Lenin pointed out that, “Our present task in the 








economic field is to implement the system of democratic centraliem...." ("Com- 
plete Works of Lenin,” Vol 27, p 181) What specific uses may be made of the 
system of democratic centraliem in the management of socialist enterprises, is 
@ matter which is worthy of investigation. 


To examine this problem, we need first of all to make a simple analysis of the 
organized leadership required in the operational management of enterprises. It 
is clear from past experience that, in carrying out the effective management of 
modernized enterprises, the power of leadership within enterprises can be divided 
into three main functions, namely, the power to make policy decisions, the power 
to direct, and the power to supervise. The power of making policy decisions 
consists of the power to make decisions on the overall policy for, and the 
direction of, the production operations of enterprises, and on certain important 
measures in this field; the power to direct consists of the administrative 
leadership of the day-to-day activities of enterprises’ production operations, 
and the power to supervise consists of the overall supervision of those who make 
policy decisions for and direct the enterprises, on the basis of the rights and 
interests of the owners of enterprises. Only when each of these powers has its 
own separate existence, and when they interact with each other, can the rights 
and interests of the owners of the enterprises be safeguarded; only then can the 
level of management efficiency required by modernized enterprises be guaranteed. 


In capitalist enterprises, these three powers are concentrated in the hands of 
the capitaliste and their agente. Generally speaking, the power to make policy 
decisions and the power to supervise are exercised by a board of directors com 
posed of the representatives of the capitalists, or the power to make policy 
decisions is exercised by the board of directors, while another supervisory body 
is formed to exercise the power of supervision, and a managing director is 
appointed by the board of directors or by the supervisory body to exercise the 
power of direction. Some capitalist enterprises, as part of their much-vaunted 
“democracy,” have recruited members of their work force to sit on the board of 
directors, but they are only allowed to occupy a small number of seats on the 
board, with the result that decisions on matters of importance, and especially 
on matters relating to the wide-ranging rights and interests of the capitalists, 
are still made by the directors and the chairman of the board. 


The powers of leadership of socialist enterprises reside with the proletariat. 
Enterprises should carry out genuine democratic management under the leadership 
of the proletariat's own vanguard force--the Chinese Communist Party--in 
accordance with the organizational principle of proletarian democratic central- 
iem. With respect to the distribution of labor, however, the powers of leader- 
ship may still be divided into the three aspects of the power to make policy 
decisions, the power to direct and the power to supervise. 


Since the founding of the PRC, under the party's guidance, and relying on the 
feeling of responsibility of the broad masses of workers for their own affairs, 
much valuable experience has been gained in the democratic management of enter- 
prises. This experience will provide a basis for our further investigation of 
this question. 
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In the overall view, the system of representative assemblies of workers and staff 
and the system of responsibility being taken by factory directors, under the 
guidance of party committees, in fact retains the concrete division of the powers 
of leadership into the three aspects of the power to make policy decisions, the 
power to direct and the power to supervise. At present, the general practice 
among enterprises is that the enterprise party committee exercises the power to 
make policy decisions, the head of a factory (or ite manager) exercises the power 
of direction, and the representative assembly of workers and staff exercises the 
power of supervision. In usual practice, moreover, it ie held that the guidance 
given to enterprises by the party can only be manifested in the party committees’ 
exercise of the power to make policy decisions. However, a considerable number 
of problems are encountered in practice when things are looked at, and carried out 
in thie way; it is theoretically unreasonable, and also merits consideration. 





Comrade Deng Xiaoping has pointed out that, in order to uphold the leadership of 
the party, we must etrive to improve that leadership. He has also raised the 
question of the reform of enterprises’ internal leadership systems. 


As far as socialist enterprises are concerned, it is absolutely necessary that 
the party's guidance of enterprises be strengthened. The party's guidance is 
mainly embodied in the line, and in the general and specific policies, which are 
formulated by the party, and only if enterprises persist in carrying these out to 
the letter can the socialist nature of the enterprises be insured; only then can 
they adhere to socialist principles in the management of their operations. How- 
ever, in strengthening the guidance given to enterprises by the party, we do not 
necessarily have to organize the direct management of enterprises by the basic 
levels of the party. Enterprises are economic organizations under the centralized 
guidance of the state which possesses a relatively high degree of independence, 
and should be directly managed by the workers in the enterprises, for only when 
this is the case can the enthusiasm of the broad masses of the workers for being 
the masters of their own affairs be fully activated. As for the three powers of 
leadership of enterprises, the power to make policy decisions should be exercised 
by the representative assemblies of workers and staff, and the power of direction 
should be exercised by heads of factories (or directors); enterprise party com 
mittees should then have the power of overall supervision, so as to insure the 
thorough implementation of the party and state lines and general and specific 
policies within enterprises. 


It ig generally held that the power to make policy decisions is the most impor- 
tant among the powers of leadership, and that supervisory power seems to be of 
only secondary importance. There is a lack of scientific analysis in this tradi- 
tional view. With respect to capitalist enterprises possessing absolute inde- 
pendence, the power to make policy decisions is the most important among the 
three powers of enterprise management; as far as socialist enterprises, which 
have only relative independence, are concerned, the supervisory power is of 
greater importance. This is because socialist enterprises are only able to make 
limited policy decisions within the scope of the line, policies and legislation 
drawn up by the state, and on receiving guidance from national economic plans. 
The important problem in insuring the state's centralized guidance of enterprises 
lies in the implementation of effective overall supervision of enterprises’ policy 
decisions. In particular, this kind of supervision will be even mre necessary 
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after the reform of the economic syetem and the expansion of enterprise autonomy 
have been carried out. Only when party committees exercise the power of super- 
vision, the workers’ representative aseemlies exercise the power to make policy 
decisions, and heads of factories exercise the power of direction, when the party 
committees supervise both the factory heads and the workers’ representative aseen- 
blies, can real benefit accrue to the party's guidance of enterprises, to the 
thorough implementation of the system of democratic centraliem by enterprises, 
and to the reform of the economic management system. This sort of guidance 
setup may be eaid to be the system of responsibility by heads of factories under 
the leadership of the workers’ representative assemblies. If things are done in 
this way, many current problems can be resolved, and our theories can be rendered 
more logical. 


First, enterprises are economic organizations, and party committees are political 
organizations. These two qualitatively different kinds of organization should 
not be confused. It was pointed out at the 3d plenary session of the llth party 
Central Committee that, "We should conscientiously resolve the phenomenon of 
failing to make a distinction between politics and enterprises within the party, 
of taking the party to represent politics, and taking politics as representing 
enterprises...." ("Report of the 3d Plenary Session of the llth Central Com 
mittee of the CCP") The phenomenon indicated here of not making a distinction 
between politics and enterprises within the party really indicates a confusion ia 
the organizational system. If the party committee continues to exercise the power 
of making policy decisions within an enterprise, if the enterprise's problems in 
the field of production operations are directly decided by the party committee, 
and these decisions are implemented through the distribution of labor by the 
factory head, so that the party committee forms a component part of the enter- 
prise's economic structure, then it is impossible to prevail over the phenomenon 
of not making a distinction between politics and enterprises within the party. 


Second, the enterprise must of necessity be taken as the standard in China's 
reform of its economic system, and the autonomy of enterprises must be estab- 
lished. Enterprises should not, as they do under the system currently in force, 
play the part of branches of the state administrative system, with all their 
affaire, of whatever degree of importance, being under the direct control of the 
estate organization. The centralized guidance of enterprises by the state will 
reduce administrative measures by means of the formulation of economic policies, 
economic legislation, and economic planning, as well as by the use of other 
economic measures. As the socialist producers of commodities, enterprises will 
possess a relatively high degree of independence from the state. This is the 
expression of the characteristic of an enterprise of being an economic organiza- 
tion. Since enterprises have this characteristic, the party committees cannot 
similarly possess it; they are component parts of the party organization as a 
whole, subsidiary organizations of the higher level party organizations, which 
must also be under the direct control of those higher level party organizations. 
Since enterprises may possess a relatively high degree of independence from the 
state, enterprises’ party committees cannot possess a relatively high degree of 
independence from the higher level party organizations. Thus, as a result of the 
exercise of the power to make policy decisions by enterprises’ party committees, 
the overlapping of two qualitatively different organizational systems is brought 
about, and under these circumstances some contradictory phenomena are bound to 
arise. 
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Third, since the reform of the economic system has expanded the autonomy of 
enterprises, it ise necessary to implement the overall effective supervision of 
enterprises. According to the present way of doing things, the power of super- 
vision te exercised by the workers’ representative assemblies. The workers 
representative assemblies are mase organizations under the leadership of the 
party committees, and the supervisory powers which they wield usually only 
relate to the supervision of heads of factories or directors. If there is any 
bias or ehortcoming in the exercise of the power to make policy decisions by the 
party committees, this cannot be rectified by mass organizations under the 
leadership of the same party committees. As a result of this, there is in fact 
a lack of effective overall supervision of enterprises. 





Fourth, rights and obligations should be unified. Under centralized guidance 

of the state, enterprises possess a relatively high degree of independence, as 
well as fairly wide economic rights and interests, but at the same time they also 
have economic obligations and responsibilities. In law, an enterprise should 
accept these rights and obligations in the guise of a “legal person." Can a 
party committee exercising the power to make policy decisions within an enter- 
prise assume economic and legal responsibilities as a legal person? This is 
clearly not fitting. If the party committee does not assume responsibility as a 
legal person, then the enterprise will lack a centralized authority over rights 
and obligations, and there will be a contradiction in the field of economic 
legislation and company law. 


Fifth, when the system of democratic centralism is implemented in enterprises, 
as far as organizational structure is concerned, democracy and centralism should 
form a directly related organizational system. The party organization itself is 
an organizational system of democratic centralism which takes the party members 
as its foundation; it sets up party representative assemblies through election 
by party members, then establishes party committees, forming the centralized 
leadership of the party. The enterprise should aiso have as its foundation the 
masses of workers and staff; its workers’ representative assembly should also be 
set up through election by the workers, and should elect or appoint the factory 
head. The power to make policy decisions concerning an enterprise's activities 
in production operations should be exercised by the workers’ representative 
assemly. In exercising the power of direction, moreover, the factory head 
should be responsible to the workers’ representative assembly. Thus, in the 
operational management of the enterprise, democracy and centralism form a 
closely related organizational system. Although the party organization does not 
have a place within this organizational system, it can nevertheless exercise the 
party's function of guiding enterprises by means of the overall supervision of 
this system. 


Sixth, since the workers’ representative assembly and its standing bodies exer- 
cise the power to make policy decisions, they constitute the legal person of an 
enterprise, and assume the economic and legal rights and obligations of the 
enterprise, and, when rights and obligations are in conformity, there will 
necessarily be a further increase in the feeling of the broad mass of workers 
that they are responsible for their own affairs, and this will bring into play 
an even greater socialist enthusiasm. With respect to the workers’ representa- 
tive assembly, an enterprise's party committee exercises a primarily supervisory 
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function. The party committee may criticize the workers’ representative assem- 
bly, make recommendations to it, and may play an active role in it through party 
member representatives. By relying on the high preatige of the party among the 
masses, and on the role of party members as models and guarantors, the full 
implementation in enterprises of party and state lines and policies can be 
insured. In specific cases, for example in circumstances where the workers’ 
representative assembly will not submit to the enterprise party committee, things 
can be put right by recourse to the party committee at the next higher level. 
Workers’ representatives who are party members must therefore implement the 
party's decisions, and keep themselves within the bounds of party discipline. 


Finally, the power of supervision exercised by the party committee within an 
enterprise covers all aspects: it supervises not only the workers’ representa- 
tive assembly and its standing bodies, but also the factory director and cadres 
at all levels; it not only supervises the enterprise's major policy decisions 

in operational management, but also keeps a check on 'mhealthy tendencies in 
day-to-day work and life. The assumption of indirect responsibility by the party 
committee for making decisions on, and directing, the enterprise's operational 
management on the one hand helps to increase the workers’ feeling of responsibil- 
ity for the results of the enterprise's operations, and on the other hand helps 
the party committee to lighten its load of administrative tasks, to make thorough 
investigations and research, to analyze problems existing in the enterprise, to 
determine the direction of the enterprise's development, and to make timely 
criticisms and suggestions in relevant areas. At the same time, the party com 
mittee can bring important forces to bear in carrying out the work of political 
and ideological education of the party members and the masses, and in bringing 
into play the pioneering, model role of party members, in order to insure that 
the enterprise advances along the socialist road. Thus the enterprise's party 
organization will become more autonomous, possess a greater fighting spirit, and 
will become the central force of the enterprise. 


Under the overall supervision of the party committee, the enterprise gives 
expression to the role of democratic management, in the form of the workers’ 
representative assembly, and at the same time establishes a system of direction 
with the factory director at its head, forming a democratic centralist manage- 
ment organization within the enterprise. This is an important embodiment of the 
democratic nature of socialist enterprise management. The implementation of this 
kind of democratic centralist management organization will necessarily bring 
about the further realization of the sucialist enthusiasm of the broad masses of 
workers; while they possess the overall supervision of the party, enterprises 
will at the same time be safeguarded against any departure from socialist unity, 
thus permitting the better integration of the unity of the state and the inde- 
pendence of the enterprise. 


(4) The Mass Nature of Socialist Enterprise Management 
The third characteristic of socialist enterprise management is its mass nature. 
As a result of the implementation of a democratic centralist management organiza- 


tion in socialist enterprises, under the guidance and supervision of the party, 
the broad masses of the workers have really become the owners of enterprises. The 
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individual interests of the workers and staff are related not only to the size 

of their individual contributions to the work, but also to the results of their 
enterprise's collective production operations; the inevitable consequence of 

this is to cause the masses of workers to show an interest in the operational 
management of the enterprise, to wish to participate in management, and to strive 
together to improve the results of the enterprise's production operations. 


The direct participation by workers and staff in enterprise management is an 
objective requirement for, and an inevitable tendency in, the modernization of 
management. Many enterprises in capitalist countries have already recognized 
this point, and have even adopted measures to draw the masses of workers into 
participation in management. However, only under the socialist system is it 
possible to bring about the full realization of the state of affairs in which 
the masses of workers can truly be relied upon to participate in management of 
their own volition. 


Why is it necessary to rely on the participation of the broad masses of workers 
in the management of modernized industrial enterprises? This historical trend is 
caused by the rapid development of modern production technology and the continual 
raising of the degree of socialization of labor. 


From the historical process of industrial development it can be seen that, in the 
primitive stage of workshop handicraft industries, as well as in the early stages 
of modern large-scale industry, enterprises were not on a large scale, there was 
only a simple specialized distribution of labor within enterprises, and the 
efficiency and speed of production was also not very high. As a consequence of 
this, enterprise management was relatively simple, and the form of management 
organization corresponding to this level of the productive forces was the "linear 
system" (also known as the "military system"), which practiced direct, depart- 
mentalized control. This form of management relied on a small number of people 
to carry out overall management, and management functions relating to such areas 
as production, technology and operational activities were all dealt with by 
individual directors at each level. Following the development of modern large- 
scale industry, management work became increasingly complex, and workloads became 
heavier and heavier, so that it was vital to implement the distribution of labor 
in management. All kinds of specialized management departments were gradually 
set up, and the form of management organization known as the "functionalist 
system" made its appearance. In this system, production was separately con- 
trolled by departments having various kinds of functions. This form of multi- 
functional control was not compatible with the further development of production, 
and so the "regional management system" was developed, which was an amalgamation 
of the “linear system" and the "functionalist system." 


The productive forces of modern enterprises continue to develop, production tends 
toward automation and standardization, production processes become increasingly 
intensive, and the efficiency and speed of production have been greatly raised, 
while at the same time the scale of enterprises continually expands, market 
competition intensifies, and the content of enterprise management becomes daily 
more complex, thus requiring a corresponding correctness and promptitude in 
dealing with things, as well as great foresight. This has spurred on the 
tendency in the organizational form of enterprise management toward the 
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so-called "matrix system," which represents the amalgamation of departmental 


management with functional management; as far as the content of management is 
concerned, this demands the eradication of the tradition of approaching problems 
by means of the specialized division of labor through departmentalization or 
ordering things according to function, and stresses the comprehensivization and 
the systemization of management, advancing the new concept of "comprehensive 
management." 


This comprehensive management has as its special characteristics the management 
of the entire process of an enterprise's production and operations, the compre- 
hensive analysis and handling of the many different factors which may affect the 
results of production operations, and the scientific prediction of future 
development trends. 


To take quality management as an example, the traditional management method is 

to set up a specialized management structure for quality inspection, and to 
implement postproduction inspection of product quality, so as to insure that 
goods meet the prescribed standards of quality. This postproduction checking 
type of quality management, in its earlier stages was concerned primarily with 
the inspection of finished goods, but later evolved into the inspection of semi- 
finished products, but the object of quality management did not progress beyond 
the process of manufacture. Following the development of production technology, 
and the continual increases in the speed and efficiency of production, on the 

one hand the modernization of quality inspection techniques was called for, and 
on the other hand a transformation was required, in quality management from post- 
production inspection to forecasting and taking precautionary measures in advance; 
this gave rise to the use of mathematical statistical methods and to the corre- 
sponding methods of overall quality control. So as to gain precautionary control 
over product quality, the sphere controlled by quality management was extended 
from the process of manufacture to cover such preparatory processes of production 
technology as the supply of raw and processed materials. With the further 
advance of production technology and the further intensification of market 
competition, the problem of how to rapidly replace products so as to meet market 
requirements became a matter of life or death for the capitalist enterprises 
caught up in this fierce competition, and this meant that quality management 
could no longer be confined to the inspection and control of the quality of work 
in the manufacturing process, and that comprehensive quality management must be 
carried out instead, with the aim of raising the level of quality standards for 
the actual products themselves. 


Comprehensive quality management is thus the management of quality at all stages 
of the process of production and consumption, and requires not only the continued 
checking and control of quality throughout the manufacturing process, but also 
the implementation of quality inspection during the processes of the marketing of 
products and their use by consumers, the prediction of market requirements and 
development trends; according to market requirements and consumer needs, 
enterprises should quickly alter the design of their products, draw up new 
quality standards and adopt new manufacturing techniques, so that they can produce 
new and more competitive goods, and get them onto the market quickly. In this 
Way, a new advance in product quality is achieved in every cycle. This kind of 
quality management covers the whole process of an enterprise's production 
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operations, from marketing to design, from production preparations to manufac- 
ture, and back to marketing again; all the departments of the enterprise must 
assume a certain amount of responsibility for raising product quality, so that 
comprehensive quality management comes into being. 


Seeing that comprehensive management ie the management of the whole process, it 
demands not only that the functions of every department of an enterprise be fully 
realized in the pursuit of the common management objectives, but also that the 
workers and staff of every department, from their various different posts, should 
show a common concern for, and actively participate in, management, so that com 
prehensive management must also necessarily be fully participatory management, 
for the best results can only be achieved by depending on the active participa- 
tion and the mutual coordination of the entire body of workers and staff. 
Modernized management can no longer rely simply on a small number of specialized 
management personnel; reliance on the participation in management of the broad 
masses is an inevitable tendency in c»jective development, and only socialist 
enterprises possess the sufficient conditions for the implementation of this type 
of comprehensive management. 


The content of enternrise management comprises many different aspects, and its 
work may be divided among many different management functions. However, if we 
synthesize these in a systematic way, they can be summarized as three main 
aspects of comprehensive management, and these are overall planning management, 
overall quality management, and overall economic management (or overall economic 
business accounting). 


The socialist enterprise remains an economic unit carrying out commodity produc- 
tion. Its aim in production is to satisfy the needs of society, and at the same 
time it must create economic gains for the state as well as for the enterprise 
iteelf. The dual nature of the aims of production and the dual nature of com 
modities are identical, namely, om the one hand, to continually increase the use 
value of products according to the needs of society, and, on the other hand, to 
make efforts to reduce consumption of all kinds of materials and unstintingly 
increase the economic results of production operations. In order to achieve the 
former objective, overall quality management must be adopted; to achieve the 
latter objective, overall economic management must be implemented. Whether we 
speak of overall quality management or of overall economic management, the com 
mon concern and participation of the whole body of st ff and workers is required 
before the best results can be attained. 


The production operation activities of modern enterprises with a high level of 
socialization must be carried out in a planned way, and this is equally necessary 
for capitalist and socialist enterprises. However, under the socialist system, 
not only enterprises, but also the national] economy as a whole, are highly plan- 
ned; enterprises’ plans are interconnected with state plans, and the necessary 
consequence of this is that there can be a higher level of planning within 
socialist enterprises than exists in capitalist enterprises. 


Planning management is a sort of composite management, and should also be compre- 
hensive planning management. In the first place, all the items of an enterprise's 
work should be centered on production and marketing plans; all work should be 
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organized on the basis of plans and, once an overall balance has been achieved, 
these plans should become the enterprise's composite plan, coordinating and 
harmonizing all aspects of work and insuring the realization of the production 
and marketing plans. Second, precise differentiation of plans must be carried 
out for the realization of any plan: short-term plans are to insure the ful- 
fillment of long-term plans, while department and section plans are to insure 
the fulfillment of an enterprise's overall plans. The more accurate the differ- 
entiation, the more effective it will be in guaranteeing the fulfillment of the 
plans. The precise differentiation of plans must ultimately be carried right 
through to each production process and each job’ it must be carried right 
through to each individual worker and staff memer. Thus, overall planning 
management must also be fully participatory planning management. Again, only 
by relying on the common concern and participation of the whole body of staff 
and workers can an enterprise put into effect genuine overall planning manage- 
ment. 


Overall quality management is comprehensive composite management centered on the 
utilization value of commodities, while overall economic management is compre- 
hensive composite management centered on the value of commodities, and thus 
overall planning management is comprehensive composite management which focuses 
on the whole process, from production to marketing, organizing every aspect of 
an entire factory's activities in production operations. If we adhere to these 
three aspects of overall management, we will have grasped the basis of complete 
management. 


All these three aspects of management are also fully participatory management, 
and all rely on the concern by management for every member of the work force, 
and on everybody's participation in management. If every worker and member of 
staff, each in his own job, strives for quality, strives for economy, and more- 
over carries out his work and his production strictly according to plan, then 
enterprises can assuredly attain outstanding results in their production opera- 
tions, with high quality, high output and low consumption. 


To summarize what has been said above, the state nature, the democratic nature 
and the mass nature are the fundamental characteristics of socialist enterprise 
management. In specific terms, this means that we should: bring fully into 
play the subjective dynamic role of enterprises under centralized state guidance; 
set up a democratic centralist management organization under the guidance and 
supervision of the party, and rely on the participation of every member of the 
broad masses of workers and staff, im order to realize the three aspects of 
comprehensive management. If we can gain a correct understanding of these 
characteristics of socialist enterprise management, fully bring into play the 
superior nature of socialism, while selectively and discriminatingly absorbing 
advanced foreign management methods and adapting them for use in China's specific 
conditions, we will surely, within a relatively short period, be able to create 
a complete and characteristically Chinese system of socialist management science, 
in order to bring into existence the conditions necessary for the realization of 
Chinese-style socialist modernization. 


CSO: 4006 
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NATIONAL POLICY AND ISSUES 


ECONOMIC JOURNAL ADVOCATES COMPETITION IN ENTERPRISES 


HK101510 Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 11, 15 Nov 80 
pp 35-37 


[Article by Liu Shiwen [0491 0013 2429] and Yan Jun [7346 6511], staff of the 
headquarters of the Honghe Chemical Plant at Zigong: “Competition Enhances the 
Vitality of Enterprises" | 


[Text] Is competition good or bad for socialist enterprises? To more and more 
people, the answer is affirmative. Indeed it is so. Many examples have proved 
that competition is an external stimulus for vitalizing enterprises. 


Ours is a composite chemical plant. Im the past, competition was not encouraged. 
Enterprises were not given any power to promote competition. It was always the 
same procedure from production to marketing and there was little development in 
the enterprises. Last year, our plant became one of the enterprises to experi- 
ment with greater autonomy. Since then we have had some achievements in economic 
activities. Competition, among other factors, accounted for this success. This 
vitality can be seen in the production and management of three of our products. 


Survival in Competition 


Bibasic calcium phosphate is both a good additive to poultry and livestock feed 
and a principal component in the industrial production of compound feed. In 1971, 
our workshop began trial production of bibasic calcium phosphate. In 1974, we 
met the standard set by the state and began exporting to some Scandinavian coun- 
tries. In the next few years, the demand exceeded our supply. 


However, a new problem arose in 1978. Our annual output of bibasic calcium 
phosphate increased from 400 tons to around 1,000 tons, yet it was no more compe- 
titive than before in the international market. The amount of export remained 

the same as in the beginning. As a result, there was a surplus of bibasic calcium 
phosphate in the warehouse. In early 1979, the surplus bibasic calcium phosphate 
already exceeded what was needed for export in that year. To regulate the 
national economy, the plant was obliged to suspend production of bibasic calcium 
phosphate as from April 1979. 


Unable to find any solutions, the workshop spent 5 months trying to produce other 
goods. However, by September, the workers were again enthusiastic and the 
machines were back in operation. Bibasic calcium phosphate was being vigorously 
produced again. 
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At that time, the term “competition” had not yet been restored. Those who knew 
that bibasic calcium phosphate was again being produced said that bibasic calcium 
phosphate had been eliminated by competition and was reborn by competition. how 
did the staff of the workshop save the production of bibasic calcium phosphate 
from elimination in the international market? 


In the second half of 1978, the Ministry of Foreign Trade arranged a meeting 
between the leading cadres of the workshop and some foreign businessmen. A 
Japanese businessman asked if we could produce special grade bibasic calcium 
phosphate. Compared with the existing grade, special grade bibasic calcium 
phosphate must contain 8 percent more phosphorus, 40 percent less fluorine and 
50 percent less arsenic. The responsible cadres assumed that behind this demand 
for such high quality bibasic calcium phosphate there must be a large market. 
Hoping to earn more foreign exchange from the export and with encouragement and 
support from the headquarters, they promised to satisfy the Japanese request. 
First, they collected similar products from four countries for analysis. Then, 
from over 500 pieces of data, they made countless revisions in technology and 
equipment. After several months of hard work, they were able to produce the 
special grade bibasic calcium phosphate which the Japanese requested. 


Everybody thought a big demand would follow. To their disappointment, the 
Japanese only ordered 15 tons of the bibasic calcium phosphate which was to be 
gent to them at intervals over 3 months. This amount was only 1.5 percent of our 
annual output of this product. Some people said it was not worth all the effort 
to produce such a small amount of bibasic calcium phosphate, others said we were 
inventing unnecessary variations and not producing bibasic calcium phosphate 
according to the set standard and so forth. At that time, the phosphate rock was 
of a low grade, so it was not easy to produce special grade bibasic calcium phos- 
phate. More and more people wavered. Should we sum up our experience and go 
forward or give up and retremch? The members of the plant and the workshop, 
taking practice as the criterion, discussed two questions. 


First, was it an unnecessary variation to depart from the set standard and pro- 
duce according to market requirement? The majority of the staff believed that 
the set standard was issued by the state in the early 1970's with regard to our 
production capacity at that time and to the international market situation in the 
1950's and 1960's. At that time and in the period that followed, it was in keep- 
ing with or basically in keeping with the demand. Therefore, the bibasic calcium 
phosphate produced at that time sold well abroad. Now the international market 
requirement has been raised, but our set standard has not. Our production is 
still geared to the old standard, so the sales situation has not improved. 
Through discussions, we realized that no matter what the standard, once it was 
outdated and became an obstruction to the development of production, we should 
depart from it by seeking truth from facts. We should start from the actual 
situation and produce what the consumers demand. This is in no way an unnecessary 
variation. 


Second, how should we treat small business? The workshop made a comparison 
between the composition of bibasic calcium phosphate from several countries with 
what the Japanese required. They found out that what the Japanese required was 
either on a par with or superior to what these countries produced. And these 


7] 

















products happened to be the more competitive ones in the international market, 
From this we recognized that although the Japanese order was of a small value, 
ite effect was not. Since the quality of the special grade bibasic calcium 
phosphate was up to international standard, we need not worry about the prospect 
of future orders. It was unwise to go back to the old path just because the 
Japanese order was not for a large amount. If we clung ‘bookishly” to our erst- 
while pract.ces, some day we could even lose the contract for the annual export 
of 400 tons. 


Through discussion and analysis, the staff of the workshop straightened out their 
ideas and regained confidence. They thought of new waye to solve the problem of 
low grade phoaphate rock and persisted in the production of special grade bibasic 
calcium phosphate. 


In the apring of 1979, the special grade bibasic calcium phosphate first attracted 
the attention of foreign businessmen at the Guangzhou trade fair. When the trade 
fair was over, the Ministry of Foreign Trade received one order aftec another from 
abroad. The bibasic calcium phosphate from the warehouse was soon emptied and pro- 
ductic in the workshop resumed. In the first half of this year, Japan and the 
Phillippines alone placed orders for 900 tons of bibasic calcium phosphate from us. 
The Japanese firm that had initially ordered 15 tons of bibasic calcium phosphate 
from us told us in a letter that compared with the bibasic calcium phcephate made 
in the United States, India, South Kerea and Taiwan, ours was up to their expec- 
tation. ‘With great trust and hope,” they requested us to supply them with 800 
tons of bibasic calcium phosphate each month in the second julf of this year and 

a total of 12,000 tons next year. They also offered a 2) percent price rise. At 
present, the most pressing question for the 1,000-ton-capacity workshop is how to 
expand production. 


The revival and prosperity of the production of bibasic calcium phosphate shows 
that while market competition is a contrast to internai factors such as quality, 
it also serves as a comparison in terms of economic ideas and insight. If it had 
not been for the insight of the staff of the workshop, who saw th large trade 
potential from a small order, decided on a correct policy and is .ediately 
improved the quality of the product according to market demand, this workshop 
might still be struggling with the fear of being closed down. 


Find a Way Out Through Competition 


The methyl chloride produced by another workshop in our piant is a good organic 
chemical solvent and an extractor. It is widely used in the production of 
organic synthetic plastics, medicines and spices. Since we »egan to produce it 
in 1965, it has been under the state monopoly for purchase and marketing. As 
demand always exceeded supply, the staff of this workshop were eating “rice 
comfortably.” 


However in 1978, this product suddenly dropped in social status. In 1979, the 
state informed us that the proposed output of methyl chloride was to be 1,100 
tons. In actual fact, only 419 tons of it had been sold by the end of June. 
Among the other contracted 681 tons, 468 tons were canceied due to high price 
and low quality. Judging from this, only 49 percent of the finished product 
could be sold and more than 50 percent had to be stored in the warehouse. 
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The reason for thie was that we met strong competition both trom factories in the 
country which produced @ore and better methy) chloride than vefore and some 
central departments which had imported methyl chloride from abroad, 


From our setback in the face of thie competition, the leading comrades of the 
plant and the workshop realized that 1¢ was 4 punichment that objective economic 
lawa were imposed on us due to our stagnation and iack of improvement in the 
quality and price of methyl] chloride for over 10 years. When the production of 
methyl chloride was under preparation, the responsible higher department consid- 
ered inatalling a complete set of equipment for the production of new 4-fluoro 
plastic goods. However, when production was etarted, the product consistently 
remained 96 percent pure. Over the years, the responsible higher department 
ordered that the methyl chloride should be 99 percent pure so as to suit the 
requirements of synthetic 4-fluoro plastics. Yet we held the attitude that we 
did not have to worry about the sales of our product. So we did not bother to 
improve it. One plastics factory, after purchasing our methyi chloride, had to 
distill it before using it. In the process of distillation, 30 to 40 percent of 
the methyl carloride was lost, thus the actual price of the methyl chioride rose 
from 2,500 yuan to more than 3,000 yuan per ton. On the other hand, imported 
methyl chloride was over 99.9 percent pure and could be directly used in the 
production of 4-fluoro plastics. its price was only around 2,300 yuan per ton. 


in our discussion on the outlet for methyl chloride, two sides appeared, one in 
favor of ‘lodging a complaint,” the other of ‘reporting a victory.” The “faction 
in favor of lodging a complaint’ maintained that we should complain to the central 
Quthorities and ask them to stop importing methyl chloride from abroad in order 

to protect the domestic industry. The “faction in favor of reporting a victory” 
said that only when we showed super grade methyl chloride with over 99 percent 
purity as proof of our ability to satisfy market requirements could we report our 
success to the central authorities which might then consider reducing or curtail- 
ing imports from abroad. They held that we should compete with the imported 
methyl chloride and try to eliminate it from the scene. 


Under the leadership of the headquarters and with support from the higher respon- 
sible departments, the workshop took many concrete measures in production, tech- 
nology and management. 


First, 4 market research team was formed. it visited nearly 100 consumers in 19 
provinces and cities both in the north and south of the country. Based on the 
opinions and requests of the consumers and the actual market situation, and with 
the focus on finding out the difference in quality and price between various 
brands of methyl chloride, the team proposed ways to improve production. 


Second, the pric. of methyl chloride was twice readjusted on the basis of lower- 
ing production cost. The price dropped from 2,500 yuan to 1,800 yuan per ton. 


Third, we publicized our product by advertising, actively improved the packaging, 
provided better service and strengthened the sales of small amounts. 


The most important measure was that we set up a technology class to study ways 
of improving the production of super grade methyl chloride. The members of the 
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clase bore in mind that “the consumers are ‘kings’ and tielt requirements are our 
target.” They took the standard of 4-fluoro plastics rejuired by synthetic plas- 
tics factories as their target. After nearly 3 monthe of hard work, they were 
able to produce super grade methyl chloride with over 99 percent purity in early 
October last year. 


Having read our report on super grade methy] chioride, tie central departments 
concerned took measures thie year to reduce the import of methyi chloride. Our 
plant produced about the same amount of methyl chloride se was imported. Cheaper 
than ite imported counterpart, our methy) chloride sold well. We received orders 
from old and new consumers alike. This year we can produce at most 1,200 tons of 
methyl] chloride, but the demand for it has already exceeded /,000 tons. At 
present, the workshop is trying every means to cut down consumption and expand 
production eo that it can produce more for the market. 


The question of high price and low quality methyl chloride, not solved by 
administrative means for over a decade, was solved in a mere few months through 
competition. This shows that we should encourage and protect competition. For 
those products with low quality and high prices, we should ceiiberately introduce 
some advenced counterparts from abroad so as to press them into finding a new 

way out. 


Seeking Development Through Competition 


(me of the major products of our plant is soda. It has bee: produced here for 
more than 20 years. We used to have another method of production. After the 
technological reforms in 1975, our plant became the second enterprise in the 
country to adopt the joint method of soda production. By joint method we sean 
one in which the synthetic ammonia, soda and ammonium chioride are weed. Since 
this method was put into practice in September 1975, soda, agmonium chloride and 
ammonia water have been selling well. 


However, the situation changed last year. There was 4 surplus of ammonia water, 
whereas originally it nad been in short supply. This was due to the development 
of several large chemical plants in the province and emall nitrogenous fertilizer 
plants elsewhere. We wade a great effort to achieve « balance between the pro- 
duction and sales of ammonia water by lowering the price, improving the quality 
and delivering the product to the consumers, but all in vain, for our ammonia 
water was still slow to sell. 


What could we do? Should we produce less ammonia’? No. in our joint production, 
there must be a balance between the amounts of ammonia and soda. Less ammonia 
would mean less carbon dioxide, which would result in less soda and ammonium 
chloride. There is a fixed proportion between these three icems. A change in 
one of them would upset the balance. Since we could not reduce the production of 
ammonia though it was not selling well, should we just dump it in the river? No, 
this would cause pollution and increase the cost of production which would be 
harmful to the state and the people. 


The leaders and engineering-technological personnel of the plant soberly analyzed 
this situation. For many years, we had been used to “determining sales by 














production, listening to polite requests and aceing the emiling faces of the con- 
sumers." We were satisfied with the sales of our product, without being aware of 
our good and bad points or the present and future market. We were content to 

know neither our enemies nor ourselves. The acvent of market competition sobered 
ue up. We realized that it was unwise to persist with the same methods of produc- 
tion and management. We must know ourselves and conduct renewed self-analysis so 
as to maximize our strengths, otherwise we wou'd not be able to withstand the 
currents of competition. Having analyzed the »ituation, we understood that if we 
continued to compete with the large plants in the province in the production of 
ammonia water, we would be permanently in an inferior and passive position. Our 
coat of production was lower than that of other plants and our ecale of produc- 
tion was smaller. This internal factor could not be easily changed. We should 
avoid this shortcoming and foster our good points in order to transform our passive 
position. By good points we mean the joint production with soda. With some tech- 
nological reforms and measures, we could change ammonia to soda. Soda had always 
been in urgent demand in both the domestic and international markets. There would 
be a broad scope for development for a long time to com. Therefore, we should 
etart from this actual situation and maximize our strengths in the production of 
soda by avoiding the bad points and fostering the good points. We had earlier 
intended to expand soda production. Now, under the pressure of poor sales of 
ammonia water, the leaders were all the gore inclined te do so. Early this year, 
with the support of the Department of Chemical Industries and the provincial and 
municipal departments concerned, we renovated the No 2 white Limekiln which had 
been closed for many vears. We used the carbon dioxide from lime burning to 
increase soda production and balance the proportion of carbon dioxide. Since May, 
carbon dioxide has been continuously transmitted from the white limekiln. More 
carbon dioxide means more absorption of ammoni:. The production of soda and 
ammonium chloride rose by several dozens of tons per day. Increased soda also 
means relatively less ammonia water and so the balance between production and 
sales was attained. 


The conditions in May and June reflected distinct economic effects. Without the 
carbon dioxide from the white limekiln in these 2 wonths, the output of soda would 
have been 14,000 tons and of ammonia water 16,000 tons. With the carbon dioxide 
from the white limekiln, 18,000 tons of soda, 18,000 tons of ammonium chloride and 
only 6,000 tons of ammonia water were produced. That means 10,000 tons of ammonia 
water was converted to 4,000 tons of soda and 4,000 tons of ammonium chloride. 
There was a drop in the surplus product and an increase in the product in short 
supply. This was indeed an unexpected turn. We spent | million yuan in renovating 
the white limekiln, which was equivalent to che profit on 10,000 tons of soda. We 
can certainly surpass the production target of 20,000 tons proposed by the state. 


This shows that competition is a good thing. Without competition, conflicts will 
not be exposed and the human mind will not work so well. Through comp-*ition we 
understand and foster our strengths and avoid our weaknesses. If it had not been 
for the external pressure from competition and the internal motive of the expanded 
decisionmaking power, perhaps the enterprise would not have been so enthusiastic 


in dealing with the poor sales of ammonia water and developing the production of 
soda. 
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NATLONAL POLICY AND [SSUES 


LESSONS OF BAOSHAN STEEL WORKS IN CONSTRUCTION PLANNING STUDIED 
Shanghai JLEFANG RIBAO in Chinese 20 Sep 80 p 1 


|\Article: "Modernization Is Not Something That Can Be Bought, Economists Say; 
Shanghai Biweekly Econamic Forum Considers It Necessary To Draw Experience and 
essons From the Policy Decision on the Baoshan Steel Works Project") 


|Text] The Shanghai biweekly forum on economic problems recently held a dis- 
cussion of the important problems of Shanghai's economic construction brought 
forward by delegates at the 34 session of the 5th People's Congress. In parti- 
cular, the discussion centered on the question of construction of the Baoshan 
Steel Works. It was held that modernization is not something that can be bought 
and that we should seriously draw experience and lessons from the policy decision 
on the Baoshan Steel Works project. 


Among those speaking on the question of Baoshan Steel Works were Wu Shaozhong 
{0702 4801 0022) from the first economic research center of the Shanghai Academy 
of Social Sciences, Chen Minzhi [7115 2404 0037] from the departmental economic 
research center, Chen Jiangtao [7115 3068 3447) from the Environmental Protec- 
tion Bureau, and Lui Qinglan [0712 1987 3482) ‘rom the Municipal Harbor Bureau. 
They set forth the following views: 


Investments might top 22.7 million yuan. Answering inquiries the leadership 
of the Ministry of Metallurgical Industry said that investments in the Baoshan 
Steel Works might reach 22.7 million yuan. But circumstances indicate that 
investments might top this figure. The 22.7 million yuan estimate was rade 
hefore the budgetary estimate for the Baoshan Steel Works was worked out. The 
‘igure did not take into account such factors as interest payment and price in- 
‘rease. Further, quite a few obvious items were left out. If mineral ores were 
to be produced in China, construction of mines would entail a considerable 
mount of investments. 


The factory site chosen was the most unsatisfactory in terms of geological 
structure. On the question of choosing a factory site, it was Baoshan Steel 
Works’ decision to choose the site before proceeding wit: geological prospect- 
ing. The results of drilling show thet the sector from Baoshanzui to Liuhokou 
is the most unsatisfactory in terms of geological structure. Geologic maps 

of the past indicate that all sectors except the site of Baoshan Steel Works 








showed clay formations when drilling reached 20-30 meters deep. The geologi- 
cal structure there is very bad but since it was chosen as the factory site 
the only thing to do was drive imported atee! piles. This operation alone 
involved a considerable amount of investments. 


leonomic results are not good. According to preliminary estimates, the cost 

of molten iron ia 210 yuan per ton, which is much higher than the 145 yuan 

coat of products turned out by the first plant of the Shanghai Steel Works. 

The cost of coke is 132 yuan per ton, which ie also much higher than the cost 
of approximately 70 yuan in the case of Shanghai Steel Works. Investments in 
Baoshan Steel Works average 3,115 yuan per ton of steel whereas investments 
averaged 1,342 yuan per ton of steel during the "first 5-year plan" period 

and 2,452 yuan during the “fourth S-year plan" period. What will be the cost 
of Baoshan Steel Works’ ultimate product (rolled steel)’ The Ministry of Metal- 
lurgical Industry merely said it will not be too high. Consequently they took 
the view that total investments could be recovered in 13 years, but when making 
this determination they lacked the base of scientific calculation and at least 
they did not say whether interest payment was taken into account. 


The source of raw materials is not determined. In the near future, Baoshan 
Steel Works will rely on foreign countries (five countries including Australia 
and Brazil) for imported iron ores, but no contracts have been signed before- 
hand. Some of the ores to be imported are no longer produced abroad. If we 
depend on iron ores produced at home, it should be remembered that Large rich 
ores available to the Baoshan Steel Works have so far not been found in our 
country and, even if they are found, we must find ways to solve the problems 
of investments and transportation and tackle the new problem of technology and 
technique that will arise. Apart from this, the problem of supplying coke to 
the Baoshan Steel Works has not been satisfactorily solved. 


Market for products is the cause of worry. The leading body of the Ministry of 
Metallurgical Industry said that construction of the Baoshan Steel Works is 
designed to cut down future import of rolled steel. However, the rolled steel 
produced by the Baoshan Steel Works is limited in variety, and it is not possi- 
ble for the Baoshan Steel Works to make uo the shortage of the kinds of rolled 
steel experienced in the course of carryirg out our four modernizations program. 
The kinds of steel turned out by the 1.7-meter rolling machines of the Baoshan 
Steel works and Wuhan Steel Works are needed by our country but the quantity of 
production is not large. If more is to be produced, there is the probability 
that products will be overstocked. The Ministry of Metallurgical Industry has 
never forecast market supply of and demand for various kinds of rolled steel. 
Besides, it should provide «conomic proof to determine which kind of rolled 
steel it pays to import. 


Environmental pollution of Shanghai should not be overlooked. The leadership 
of the Ministry of Metallurgical Industry said: SBaoshan Steel Works’ emission 
standards are the ones adopted by Xinritie [2450 2480 6993.. But treatment of 
three kinds of waste by Xinritie is not the best in Japan. More importantly, 
the geographical environment of the Baoshan Steel Works is different from that 
of Xinritie. Kinritie is located on the seaside remote from large cities and 
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its wast. gas and waste water are discharged into the Pacific Ocean. Baoshan 
Steel Works is only 20 kilometers from Shanghai where environmental pollution 
has already assumed quite serious proportions and the population density is 
high. Baoshan Steel Works’ emission standard for sulphur dioxide is not high 
but the total volume of emissions is not small. This plus che pollution of the 
city proper will increasingly worsen Shanghai's environment. Besides, the 
Baoshan Steel Works has not solved its problems of treating steel slag and 
industrial and domestic sewage which reach 800,000 tons a day. If these are 
not properly treated they will cause serious pollution of Shanghai's environ- 
ment. 


To draw water from Dianshanhu and Dongdaying is to seek far and wide for what 
lies close at hand. To solve the problem of water for production purposes, 
Baoshan Steel Works is prepared to build diversion works to draw water from 
Dianshanhu. Shanghai's fresh water resouices are limited. The water drunk 

by the people of the whole city is the polluted water from the Huangpu River. 
In such a situation, to draw clean water from Dianshanhu for supply to the Bao- 
shan Steel Works for production purposes can hardly be justified. Under such 
circumstances, Baoshan Steel] Works, instead of depending on Dianshanhu for 
water supply, will use water from Dongdaying. To lay pipes for drawing water 
from any of these two sources wili entail a large amount of investments. It 
would be better to take other technical measures for drawing water from the 
Yangtze River on the spot. 


In addition, those present at the forum set forth some views of the relation- 
ship between Baoshan Steel Works and urbar construction in Shanghai and that 
between Baoshan Steel Works and Shanghai's long-range plans. They took the 
view that in terms of site selection, product orientation, product scope deter- 
mination, geological prospecting, preparation for design and construction, or 
technical and economic proot, the Baoshan Steel Works project appears to have 
been worked out in haste and has deviated from the principle of keeping within 
the limit of resources. It is a reflection of leftist thinking in economic 
construction. Some suggested at the forum that total investments in the whole 
Baoshan Iron Steel Works project are 3 times those in the 156 projects built 
during the "first 5-year plan" period and that the matter is of great importance 
and must not be dealt with carelessly. It was proposed that the departments 
concerned assume a responsible aititude to the state, carefully study and prove 
things and properly solve the prcblems mentioned above. 


Present at the discussion were some 300 responsible persons of Shanghai's 
economic departments, economists, scientists, technical experts and teachers 
of institutes of higher learning. Li Peinan [2621 1014 0589), deputy director 
of the Standing ( ommittee of the Shanghai Municipal People's Congress attended 
the meeting. Huang Yifeng [7806 6654 1472], president of the Shanghai Academy 
of Social Sciences, presided over the meeting. 
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ECONOMIC PLANNING 


PATENT LAW DISCUSSLON MEETING HELD IN BEIJING 
OWO10236 Beijing XINHUA Domestic Service in Chinese 1316 GMT 29 Nov 80 


[Text] Beijing, 29 Nov (XINHUA)--The State Scientific and Technical Commission and 
Chinese Patent Bureau recently held a patent law discussion meeting in Beii‘’.¢. 


To establish a patent system in our country, the State Council approved and trans- 
mitted last January the State Scientific and Technical Commission's "Request for 
Instructions on Establishing a Patent System in our Country," thereby officially 
inaugurating the PRC patent bureau. In April 1979, a special group was organized 
under the leadership of the State Scientific and Technical Commission to carry out 
the work of drefting a patent law. After more than a year of repeated revisions, 

a draft patent law has now been put forward. It was on this basis that the present 
patent law discussion meeting was held. 


The more than 70 representatives from the various legal, economic, scientific, tech- 
nical, educational, trade and industrial circles attending the meeting conducted ex- 
tensive discussions on the question of establishing a patent system and the draft 
patent law. With everyone airing their own opinions, they conducted conscientious 
analyses of the advantages and disadvantages, as well as the gains and losses, of 
the patent system and of several articles of the draft patent law. They put for- 
ward many beneficial opinions and proposals. 


Many representatives attending the meeting pointed out: Since it is necessary to 
expand to decisionmaking rights of the enterprises and to recoenize the enterprises 
as commodity producers with corresponding independence in the course of the reform 
of economic system carried out by the state, it is also necessary to recognize the 
ownership of the enterprise or individual of its or his technical inventions. The 
patent system is a kind of scientific method to acknowledge and protect owners of 
inventions in accordance with the stipulations of law. We should discara .e sys- 
tem's nature of protecting indiviudal monopoly and use its scientific method of 
management. Besides, in taking advantage of the international market conditions, 
it is aleo necessary to follow the principles pertaining to international trade 

and technical interchange, to stress prestige in trade and to respect inven. on 
ownerships. Therefore, the establishment of a patent system has become imperative, 
and we should actively create necessary conditions for carrying out such work as soon 
as possible. 
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Some representatives held: with the gradual deepening of the reform of our coun- 
try's economic system and the continuous development of our country's internation- 
al contacts, the establishment of a patent system is essential. However, under the 
present circumstances where our country's technical level is relatively backward and 
ite industrial foundation relatively weak, it is necessary to consider more care~ 
fully the establishment of the patent system and the enforcement of the patent law. 
The pressing task at present is to establish a system of compensatory transfer of 
technical achievements, which not only solves the numerous practical problems put 
forward under the present economic, scientific and technical management but which 
creates necessary conditions for the transition of the system to a system under 

the patent law. 


Some other representatives probed into the historic course produced by the patent 
system and the essence of this system. Weighing the gains and losses, they advanced 
some enlightening opinions aimed at putting the future work on a stable and sci- 
entific foundation. 


What kind of patent system should our coun'’ry establish? The representatives main- 
tained that our country's patent system should meet the following few principles: 

l. It should reflect China's characteristics, suit our country's socialist system 
and protect its interests. 2. It should be able to promote the development of our 
country's national economy and science and technology. 3. It should be conducive 
to arousing the enthusiasm of the people of the whole country and concerned with 

the interests of the state, the collective and the individual. 4. It should be con- 
ducive to the importation of advanced foreign technology and to the promotion of 
international trade and international scientific and technical interchange. 
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ECONOMIC PLANNING 


BRIEFS 


HYDRAULIC ENGINEERING CORPORATION--Beijing, 14 Nov (XINHUA)--China's Ministry of 
Water Conservarcy today announced it has established the Hydiaulic Engineering Corp- 
oration of China (HECC) to undertake overseas river basin planning, hydroelectric 
engineering projects and water conservancy projects including Chinese aid-assisted 
schemes. Zhao Chuanshao, HECC general manager, said the corporation is ready to un- 
dertake the surveying, designing, construction and installation of water conservancy 
and hydroelectric projets, either as contractor or as subcontractor. It will also 
provide technical services and organize the export of complete sets of equipment 

for small hydroelectric power stations. He said, HECC is ready to cooperate with 
overseas businessmen. [Text] [Beijine XINHUA in English 0700 GMT 14 Nov 80 OW] 
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FINANCE AND BANKING 


PRC ECONOMIC JOURNAL ON REFORMING TAXATION SYSTEM 


HK080931 Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 9, 15 Sep 80 
pp 23-26, 62 





[Article by Liu Zhicheng [0491 1807 1004]: “On the Reform of Industrial and 
Commercial Taxation System of Our Country") 


[Text } I 


Since the founding of our country, the industrial and commercial taxation system 
has undergone three major changes, which were effected by the political and 
economic developments at various times in history. 


A new taxation system was instituted in 1950 after the taxat*ton administration 

of our country had been unified. Upon the founding of the People's Republic of 
China in 1949, the earlier liberated areas saw different taxation systems being 
administered within various revolutionary bases while the newly liberated areas 
partly carried on with the old taxation system of the Nationalists. Categories 
of taxes, taxable items, tax rates and means of collecting taxes were all very 
different in various parts of the country. Thus the absence of uniformity in the 
taxation system made it unable to meet the demands of the country's political 
untcy and rapid economic recovery and development. Because of this, article 14 
ot Chinese People's Political Consultative Conference common program stipulated: 
"State taxation policy should be based on the principles of guaranteeing material 
support for the revolutionary war, of taking care of the needs of recovering and 
developing production, and of national reconstruction. Moreover, the taxation 
system should be simplified and equity of tax burdens practiced." Therefore, 

the codes of national taxation administration were formulated according to the 
spirit as reflected in article 14, and the 14 tax categories devised accordingly 
were: 1) goods tax; 2) industrial and commercial tax (including business tax, 
revenue tax, hawker's license tax and provisional commercial tax); 3) salt tax; 
4) customs duties; 5) personal income tax (not yet levied); 6) interest tax; 

7?) stamp duties; 8) inheritance tax (not yet levied); 9) transaction tax (includ- 
img cotton, grains, handwoven cloth, herbs, livestock and various transactions) ; 
10) tax on slaughtering animals; 11) property tax; 12) land tax; 13) special 
consumption tax; and 14) vehicle and ship l.censes tax. In 1951, a tax on 
national marketed cotton yarn was levied. Thus tax policy and the tax system 
were basically unified. Unifying the tax administration was important to bring- 
ing finance and economics under unified control. It was also important to pro- 
moting economic recovery and development. Moreover, it played an important 
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role in speedily reversing the difficult economic situation in the early days 
after liberation. 


In 1953, a commodity distribution tax was imposed on a trial basis in order to 
simplify the collection of taxes. In the same year, our country entered into a 
period of socialist transformation. It was just at this turning point that the 
party Central Committee called for a national conference on finance and economics, 
which had historical significance. Moreover, the conference further required 
that the taxation system must be one that safeguards socialist and semisocialist 
economies; that utilizes, restricts and transforms capitalist economy; and that 
promotes collectivization. Consequently, the conference provided a clear direc- 
tion for the implementation of the provisional tax measures. Under the new 
guiding principle, we made some adjustment in the taxation system, and adopted a 
policy of dealing separately with state-owned enterprises and privately owned 
enterprises. For instance, regarding income tax, private enterprises were 
required to pay it, cooperatives were given special tax allowances and state 
enterprises were exempted. With regard to business tax, a tax was imposed on 
private wholesale enterprises while state wholesale enterprises were exempted. 
Moreover, the state tightened its control over private industrial and commercial 
enterprises. Taxation during this period played an important role both in imple- 
menting the central authorities’ guiding principle and in accumulating capital 
for the socialist construction. 


In 1958, the socialist transformation with regard to ownership was basically 
completed, and, as a result, the internal economic structure underwent a funda- 
mental change. In order to adapt to the new situation, a reform was carried out 
on the industrial and commercial taxation system, in which multiple tax with 
various rates was imposed on production and distribution cycles. Thus the taxa- 
tion system was further simplified. Taxes—goods distribution tax, commodity 
tax, business tax and stamp duties--on volume goods sales were blended into a 
single category, namely, industrial and commercial unified tax, while in the 
industrial cycles and commercial retail cycles, taxes were levied only once. 
Later in 1959, due to a fall in the interest rate, ta» on bank interest was 
revoked. In 1962, the State Council decided to impose a tax on country fair 
transactions in order to keep pace with the developing of the country fair trade. 
In 1966, the tax on cultural entertainment was revoked in an effort to expand 
propaganda work. Having carried out these reforms, the number of tax categories 
was reduced to only nine. They were: industrial and commercial unified tax, 
revenue tax, tax on slaughtering animals, tax on transactions of livestock, tax 
on country fai. transactions, vehicle and ship licenses, real estate tax, custom 
duties, and salt tax. 


In 1972, the taxation system was further simplified in accordance with the needs 
of the then existing situation. The industrial and commercial unified tax with 
its surtax, together with real estate tax, vehicle and ship licenses tax, salt 
tax and tax on s,s ghtering animals, were replaced by the present industrial and 
commercial tax. Moreover, tax on transactions of livestock and tax on country 
fair transactions were to be levied locally. Thus the number of categories of 
industrial and commercial taxes was reduced to six, that is, industrial and 
commercial tax, revenue tax, tax on slaughtering animals, real estate tax, 
vehicle and ship licenses tax, and tax om country fair transactions. In state 
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enterprises there was only a single tax category, namely, industrial and commer- 
cial tax, while in collective enterprises two tax categories were imposed, namely, 
industrial and commercial tax and income tax. Real estate tax, vehicle and ship 
licenses, and tax on slaughtering animals were only imposed on some non- 
enterprise units and individuals. 


The two reforms on industrial and commercial taxation system carried out in 1958 
and 1972 respectively were aimed at the integration of taxes and the simplifica- 
tion of the taxation system. At that time, under the influence of ultraleftist 
thinking, it was erroneously thought that after the socialist transformation of 
the means of production was completed with the economic structure transformed 
into one of pure socialist public ownership, the role of commodity and that of 
the law of value were much reduced and that the economic regulating role of taxes 
basically disappeared. Moreover, the principal role of taxes was thought to be 
one of accumulating capital. At the time when the “gang of four’ was on a ram 
page, acting in accordance with economic laws was deemed as either capitalism or 
revisionism and had to be criticized. Consequently, great confusion was caused 
in the people's thinking and what followed was that attention was only paid to 
the simplification of the taxation system with the number of taxes reduced and 
their role diminished. Some comrades went so far as to advocate the integration 
of taxes and profits, thus abolishing taxes altogether. Under the influence of 
this kind of thinking, it was only natural that both the economic leverage of 
taxes and the development of production were restricted. 


The practice over the past 30 years proves that taxes had two roles to play at 
different times in history. It was not only a reliable means by which capital 
for public finance was obtained, it was also an economic lever with which govern- 
ment could intervene in production, distribution and consumption. The emphasis 
in taxation should be on how to bring the economic leverage of taxation into 

full play so as to develop production and stimulate consumption. We should not 
for a moment forget the experience for which we paid a great price. 


Il 


Following a shift in the emphasis of our party's work, great changes in our 
economy have already taken place or are taking p’.ce. These changes pose new 
problems to taxation. 


1. Our social economic structure has undergone great changes. With state 
ownership and collective ownership being our economic base, we now have indi- 
vidual business, joint venture, sole proprietorship, association and various 
other forms of economic ownership. With regard to production  rgenization, we 
are now carrying out industrial reorganization and forging a-ead toward coopera- 
tion with specialization in production. In the area of dis..'»uti.:., enterprises 
should be allowed to market their industrial products, thus making production 
directly linked to marketing. Meanwhile, agricultural-industria. -_ommercial 
form of joint enterprises are being experimented with in various places, and 
country fair trade is being developed. Besides these changes, there are also 
others, and together they pose new problems to taxation. All the new probiems 
need to be carefu'ly studied and new methods adopted 
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2. Restructure economic management system and financial management system. 
Transfer power to local authorities and enterprises, and thereby expand their 
power. This is an important measure taken to properly dea) with the relation- 
ship between the central and the local, anc between the enterprise and the 
individual worker. The question of how to deal with the relationship between 
the central and the local, between the state and the enterprise in the area of 
fiscal power is one that requires an urgent solution. Taxation is an important 
means for distributing public revenue. It must be adaptable to the new condi- 
tions of a restructured financial management system and to the needs for expand- 
ing the decisionmaking rights of an enterprise so that tre interests of the 
central and the local, the public finance and the enterprise, the state and the 
individual are guaranteed with each receiving its due portion. It must also 
work its way through distribution of public revenue to mobilize all positive 
factors, thus promoting the development of the four modernizations. 


3. Hold firmly the policy of working in accordance with economic laws and prac- 
tice economic management with economic methods. Moreover, raise management 
standard and make operations more successful. This is an important guiding 
principle in the development of production. Questions that concern with how to 
go about making taxation policy in the process of distribution better satisfy 
the demands of economic laws, and reflect the principles of economic management 
with economic methods, together with the question of how to utilize taxation as 
a tool to develop an enterprise and to stress economic accounting, need to be 
carefully studied along with economic theories. Moreover, viable means have to 
be devised to solve these questions. 


4. Following in -reasing economic exchange with other countries, the import of 
advanced technology and equioment, the use of foreign capital and the employment 
of foreign specialists, we now have a situation in which profits are being made 
from foreign capital, interest charged on foreign capital, income derived from 
patents, high income given to some individuals and other sources of income 
found. The new situation makes it necessary to institute the appropriate taxa- 
tion system, which should follow the principles of equity, mutual benefit, main- 
taining national sovereignty and economic interests. 


5. Speedily develop productivity and at the same time raise people's material 
and cultural standards. Moreover, taxation should play 4 more effective role 

in the accumulation of capital. Owing to fewer tax categories, the existing 
taxation system cannot adapt itself to the above complicated economic situation. 
Moreover, it has no bearing on the business of an enterprise in many aspects 

such as the uses cf capital, the formation of resources, cost management, 
distribution of profits and so forth. With regard to our country's taxation 
system dealing with foreign companies, we still do not have a complete set of 
rules. All of this makes it necessary to incorporate these elements into the 
taxation system and make necessary supplements. Let us take industrial and 
commercial tax and income tax for example. At present, the laws governing them 
are still provisional and have yet to be formally passec by the Standing Com 
mittee of the National People's Congress. This is obviously not in line with the 
policy of strengthening the iegai system and fully developing the effects of tax 
laws. Therefore, the situation is such that the taxation system’must be reformed. 











It! 


In order to keep the taxation system paced with the objective economic develop- 
ment and further develop the economic leverage of tax, it is necessary to reform 
the exieting taxation system. Below ie 4 preliminary study of the question 


concerned, 


1. Question on the multiplicity and simplicity of a tax system. The multi- 
plicity and simplicity of a tax must be viewed from the dialectic standpoint. 
The basic principle ie to see whether or not it is beneficial to economic 
development, and not to be judged by personal will. During che historical stage 
of soctaliam, commodity production and monetary excuange still exiet and the 
economic structure is complicated, especially when we are now expanding the 
experiment of increasing the decisionmaking rights of enterprises, which are 
beginning to assume sole responsibility for their own profite and losses. Under 
thie situation, the historical role of taxation will be reduced if in tnetitu- 
ting a tax system we only aim at simplicity. Therefore, we think in studying 
the tax system, procedures for collecting taxes should be sinplifted, thus 
reducing the taxing authorities and problem enterprises have in lax management. 
However, in considering the layout of a tax system, we absolutely should not aim 
at simplictty; we should, under the precondition of guaranteeing the full develop- 
ment of the economic leverage of taxation, retain whatever is necessary, and add 
whatever is necessary. Thus we allow each tax category to develop its role 
fully, which wiil effectively stiqulate economic development. 


2. Question on the .ombined role of taxation and price in regulating production 
and consumption. Price and taxation are the two important economic levers in a 
planned socialist economy. They are the tools with which socialist production, 
exchange and distribution are regulated and promoted. They should work together 
and supplement each other. Under the conditions of u socialist planned economy, 
it is necessary to adjust the relationship between demand and supply through the 
government price policy so that it can be properly dealt with. Working together 
with price taxation is more flexible in regulating market demand. Therefore, 
in order to develop the role of price leverage, it is necessary to draw support 
from taxation leverage. 


3. Question on regulating disparity in revenue anc keeping profits of enter- 
prises at a comparable level At present, some enterprises producing the same 
goods, cause disparity in revenue. Undoubtedly, one of the causes lies in busi- 
ness management, yet differences in endowment of resources, equipment and other 
factors are also important causes. For the purpose of developing our socialist 
economy and expanding socialist production, all national resources of the coun- 
try should be fully utilized and waste should be avoided whenever possible. 
However, ve must be able to see, due to different endowment of resources, 
enterprises operating in areas with rich endowment of resources attain more 
profits with less processing labor and less productive labor. On the other 
hand, enterprises in areas with poor endowment of resources attain lese profits 
with more processing labor and more productive labor. The disparity in revenue 
is very great. Therefore, the state should regulate the disparity in revenue 
caused by external factors through taxation—the economic lever, and channel the 
revenue from taxation into distribution, thus placing different enterprises in a 
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position where, with their own efforte, they are on the same comparable basis, 
Judging by preliminary considerations, it is appropriate to impose a tax on 
resources a8 4 measure to regulate the disparity in revenue. There are two con~ 
siderations contained in thie measure. On the one hand, tapping national 
resources should be rewarded, while on the other hand, disparity in revenue due 
to different endowment of resources should be regu. ated. As for reward, all 
atate enterprises, collective enterprises, joint ventures or enterprises set up 
with foreign capital, that utilize our national resources should be taxed. This 
should be a ral tax. In other words, only unite that tap areas with rich 
resources cause 4 disparity in revenue should be taxed. Specific tax prin- 
ciples and methods will be made after some investigation and research have been 
carried out. 


4. Question on the universality of taxation and the equity of tax burdens. 
Under the existing industrial and commercial taxation, different tax rates, 
which have bearing on price and accounting records, have been employed by the 
state for various products. This taxation reflects the universality of taxation 
and has played an important role in regulating the distribution of profite frow 
production as well as in timely forming public revenue. However, it is lacking 
in the equity of tax burdens, which is mainly due to changes no the production 
structure. Multiple tax has occurred where producte have many production links. 
Consequently, it hampers the development of specialization in production. Based 
on foreign experience, the solution to this question favored by most people is 
value added tax. That is to say, the value of already taxed raw materials and 
parte should be deducted from the v .ve of a product and tax is levied on its 
residue value (the new value added y an enterprise). The advantages of this 
tax are: 


a. It will basically solve the problem of multiple tax and the absence of 
equity of tax burdens as it exists at present in industrial and commercial 
taxation. 


b. It will help to coordinate the economic interests of the state, the enter- 
prise and the individual worker. From the viewpoint of taxation being involved 
in the distribution of national income, the proportion of tax levied after 
deduction of the value created by processing labor, is secure, while the propor- 
tion of profits retained by an enterprise is also secure. If an enterprise 
reduces material waste and increases the amouut of added value, then the state 
will receive more proportionally, while the enterprise will retain more pro- 
portionally. 


c. It will help to secure public revenue. Tax on added value has the advantage 
of possessing the quality of universality of taxation. All production units have 
to pay taxes if and when they receive revenue and have value added to their 
products. On the other hand, the universality of this tax not only can secure 
public revenue, it also can channel public revenue evenly, stage by stage into 
the treasury. On the other hand, the securing of public revenue can solve the 
problem of reduced revenue due to the development of associations by production 
units. From the standpoint of securing public revenue, reform of the taxation 
system is also considered to have positive significance. 
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d. le facilitates the securing of public revenue in various districts, As the 
industrial and comercial tax stipulates that some production unite and those 
units that produce products jointly, though they secure revenue from their 
operations they do not pay tax locally. Thus public revenue of the locality 
concerned te effected. Consequently, disputes arise and the districts affected 
have a lot to complain about. When taxes paid according to added value, all 
production units that have value added to their products have to pay value added 
tax locally. In thie way, local interests will be protected, 


e. Lt helps to solve a series of complicated questions in che current taxation 
system. For instance, those questions related to taxes on simple processing, 
complicated processing, and further processing of a production item, on multiple 
cycle production and single cycle production, and on associaced enterprises, can 
be more or less properly solved, thereby the taxation system is further simpli- 
fied. 


To sum up, the value added tax is one that levies tax at various stages of pro- 
duction, but does not create redundant taxation. Levying tax at various stages 
of production reflects the universality of taxation, in which taxation partici- 
pates in the distribution of national income, while the absence of redundant 
taxation reflects the equity of taxation. The economic leverage of taxation is 
only effective through its participation in the distritetion of national income. 
The broader and more appropriate its participation, the more effective an economic 
leverage it becomes. 


>. Question on the form of the distribution of profits of state enterprises. 

At present, the distribution of the profits of state enterprises takes the form 
of national collecting and distributing. That is, ail profits are turned over 
to the state, who redistributes them to those enterprises in need. Consequently, 
rights and duties are separated. We think it ie necessary to replace the cur- 
rent measure of turning over to the state with that of paying enterprise income 
tax. The advantage being that the state obtains « certain prop rtion of an 
enterprise's profits, with the latter retaining the remainder. When this new 
measure takes force, then both the revenue of the state and the economic inter- 
ests of enterprises will be legally protected. After the deduction from tax, 
profits will remain in the hands of the enterprise, which, because of knowing 
clearly ite financial power, will be able to plan production and budget welfare 
expenditure. The more profits the enterprise attains, the more after-taxed 
profits it will retain. Moreover, its funds will be increased and workers’ 
welfare improved. In this way, the interests of the state, the enterprise and 
the workers will become related, which will help to develop production and 
enhance the workers initiative. Owing to a uniform tax rate applied throughout 
the country, profits among enterprises will be made reasonably comparable to one 
another, which will facilitate the judging of enterprises’ production and opera- 
tion ree its. Moreover, enterprises will be stiqulated to learn as well as to 
catch up with advanced enterprises, to explore potentials and to contribute 
more to the country. 





6. Question on maintaining national sovereignty and dealing with matters con- 
cerning foreign countries. Following the introduction of the laws on Chinese- 
foreign joint ventures, foreign capital, equipment and technicians began to pour 
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into our country. Profite derived from foreign capital and high salaries of 
foreign personne! have to be appropriately regulated. According to international 
practices, the principles of equality and mutual benefit in business can only be 
implemented through taxation. This is acceptable to all. Under the present 
conditions, taxes can be imposed on revenue, personal income and business 
registration of joint ventures. 


IV 


At present, che urgent task facing use is the reform of the taxation system and 
further develop the economic leverage of taxation. Therefore, based on careful 
summing up of historical experience, learning from foreign experience and 
thorough study and research, we should gradually create a taxation syetem which 
will be able to meet the present conditions in our country. On the one hand, 
we should carry forward our heritage and fully acknowledge the results achieved 
in the current taxation system developed over the past W years. On the other 
hand, we canmot be conservative and remain etuck with the old system. The 
reform on the current taxation system should be carried out actively and 
properly in accordance with objective economic laws and the principle of prac- 
ttee is the only criterion for testing the truth. Under present conditions, we 
think there are two areas for reform. First, the current taxes, numbering a few, 
should be regulated and reformed in accordance with economic development. 
Secondly, in order to keep pace with economic changes and the development of 
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foreign trade, some taxes should be brought back while introducing new taxes. 
Two assumptions can be made with 
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sary. With regard to the revoked taxes, those needed should be brought back 
while new ones ere being introduced. The different roles of these new taxes in 
regulating  %euction, marketing, the profits of an enterprise, personal income, 
the uses of capital and utilization of resources should be developed. 


: 


The conditions under which the reform of the taxation system is 
are very complicated, which is especially true at a time when we are imp 
the policy of readjustment, reforming, straightening out and uplifting our 
national economy. Many changes will take place in the struc 

Moreover, there are still situations that we have not yet understood well. 
Therefore, our attitude toward the reform of the taxation system should be posi- 
tive and our progress steady. At the present, the question that needs 


solution is the imposition of involving foreign countries. Lavs should 


tax 
quickly introduced so that the requirements of new developments can 
reform on other taxes should be based on thorough investigation and research. 
wel 


Moreover, it should be made through experiments and planning as 
carried out step by step. 
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[Article by Cong Gan [7895 3927): "Situation Concerning the Reform of Bank 
Syetem in Sichuan Province”) 


{Text} In order to better develop the role of banks as an economic lever, the 
People's Bank system in Sichuan has carried out pilot projects on reforming the 
bank system thie year. 


In the 30 years since the founding of the PRC, the People's Bank in China, which 
ie our state bank, has attained marked results in socialist production and con- 
struction. However, it should be noted that the “backbone” role of the bank in 
regulating socialist economy as stressed by Lenin many times has not been fully 


developed. 


Strictly speaking, the existing banks only calculate accounts and thus act as 
accountants, and have not really developed their role as banks. There are many 
reasons: One is that the present bank management system has not been reformed 

in response to developments in the economic situation. One of the main problem 
ie that the scope of credit loans has remained very limited. The present system 
stipulates that the fixed working capital required for investment in basic con- 
struction and production circulation in an enterprise is allocated by the Finance 
Department. The bank only provides short-term loans to meet temporary and 
seasonal requirements exceeding the fixed working capital of an enterprise, it 
cannot assist an enterprise in tapping its reserves or renovating or reforming 
iteelf. This has prevented the bank from enlarging its role. The second problem 
is that bank credit loan is a “free supply system.” This means that the bank is 
obligated to provide loan funds for enterprise operations as soon as approval has 
been granted. Regardless of whether the enterprise is run well or not, or 
whether the goods produced are in short supply or excessive supply, the bank has 
to provide loans “according to plans." It lacks autonomy in using its funds and 
can usually only play the role of a “treasury” and cannot genuinely play the 
Leverage role with its credit loans. The third problem is that the internal 
management of the bank “eats from the same rice bowl." Wow chere is centralized 


in 
internal management of the bank and the interests of the s 
unit iteelf. There is lack of coordination between the interests of the state, 
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the unite and individuals; responsibility and interests are divorced from each 
other. This has hindered the making of any improvements in banking management. 


The above-mentioned problems hamper the development of rational and effective 
organization and use of social funds by the state and dampens the enthusiasm of 
bank workers at all levels and are not conducive for developing the bank's role 
as 4 lever. Viewed from the present conditions in Sichuan Province in particular 
and following the in-depth implementation of the policies of readjustment, reform, 
regulation and improvement and the in-depth development of increasing the 
decisionmaking power of industrial and commercial enterprises within the whole 
province, the bank faces a series of new conditions and new probleme which 
urgently must be dealt with. 


The Main Contents of the Present Reform 


The bank is a comprehensive department of the national economy and the pivot for 
capital turnover in the whole country. It covers a wide area and involves set 
policies. Thus in reforming the bank system, we should adopt a positive attitude 
and maintain a steady pace; this reform should be developed from studies and then 
gradually carried out in close coordination with the reform of the entire economic 
system. At present, the content of the pilot project of the reform of people's 
bank system in Sichuan consists mainly of the following items: 


(1) Reform of the planned management system of credit loans. There was state 
centralized control and allocation of loan funds in the planned management of 
credit loans in the people's bank in the past. Loans were divided into various 
categories and directive targets were sent down from one level to another. The 
deposits in the branch banks were submitted upward to the main branch for uni- 
fied planning. The branch banks were not allowed to use their deposits. In 
accepting loan applications submitted by the branch banks the main branch had to 
send down the targets item by item to the branches. The branch banks could not 
regulate the surplus or shortage in the various loan funds. This planned system 
of centralized collection and allocation by the whole country rigidly controlled 
the branch banks and obstructed the regulation of social funds. The pilot pro- 
ject reforms which began this year stipulated the implementation of the new 
method of “unified planning, management at each level, setting up links between 
deposits and loans and control of balance." The main branch only sets a control 
index for the overall balance between deposits and loans for the branch banks 
for the entire year. Under the prerequisite of guaranteeing the implementation 
of the control index for the overall balance approved by the upper level, branch 
banks in the province can give out the surplus deposits as loans. There is 
flexibility in the regulation and use of the various categories of loan funds. 
After allocation as loans for working capital required by the industrial and 
commercial enterprises, the surplus deposits and credit loans can be allocated 
for medium and short-term loans for equipment according to the amount fixed by 
the upper level. Under the prerequisite of exercising centralized control in 
banking undertakings, the implementation of this reform can increase the authority 
and responsibility of the branches by coordinating use of credit loans, so that 
these banks become independent management units which are adaptable to local con- 
ditions. This helps arouse the initiative and enthusiasm of banks at all levels 
in the organization and allows for flexible use of funds. 
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(2) Provide medium and short-term loans for equipment. in the past, people's 
banks could only provide loans for working capital, but “had no authority” 1 
providing funds for adding production equipment, carrying out technological 
reforms and increased reproduction in state-run enterprises. This reform has 
shattered old conventions. While the bank continues to provide loans for work- 
ing capital, it also provides medium and short-term loans for equipment in 
industrial and commercial enterprises. This is a major reform in our credit 
system. Judging from the preliminary practice of the past tew months, in order 
to realistically develop the economic results of medium and short-term loans for 
equipment, an enterprise and bank should insist on accomplishing the following 
points in handling these loans: insist on using these funds mainly for tapping 
reserves, renovating, reforming old plants and preventing the use of loans to 
fill gape in investment in capital construction and extending the capital con- 
struction front; uphold the principle of selecting and supporting the superior 
enterprises and give priority to loans for items with small expenditure, rapid 
results, great profits or revenue and avoid blind loans which are providing 
loans without thoroughly investigating the soundness of the borrower; and insist 
on repayment of loans on schedule. The time limit of loans is generally 1 to 2 
years and the maximum is 3 years; insist on the bank's autonomy in the examina- 
tion and approval of loans. The various departments can put forth the request 
for loans from the banks. However, the approval of the loan and the amount and 
period of the loan should be determined by the bank in accordance with the stipu- 
lated conditions of loans and rights of examination and approval. In arranging 
loans, the bank must study with the departments concerned in the local economic 
committees beforehand, so as to develop a rational plan and prevent duplicate 
construction and production and avoid wasting resources and extending the front. 
The people's bank authorization of medium and short-term loans and funds used for 
equipment in Sichuan have been gradually implemented this year and the funds are 
being gradually allocated for use at present. This plays an important role in 
supporting production of goods in short supply and bridging current gaps in the 
national economy. 


(3) Improve the management of loans for working capital. The loans for working 
capital in industrial and commercial enterprises at present are still an important 
category of loans. The main problem in this aspect is that there are many funds 
involved or used and the turnover is slow. The reform stipulates that the 
principle of “differentiating between targets and selecting and supporting the 
superior’ must be implemented in the bank loans in various places so that there 
are support and restrictions for economic regulation and enterprise adjustment. 
It is necessary to gradually promote loans according to economic contracts and 
market demands based on national planning, urge enterprises to carry out produc- 
tion according to demands and under the prerequisite of upholding planned regu- 
lation, realistically do a good job in market regulation and bring into better 
play the role of the bank in protecting competition and combining enterprises. 
Meanwhile, beginning on 1 April this year, the bank has, in accordance with 
state regulations, stipulated an additional interest of 20 percent on overdue 
loans, an additional interest of 30 percent on funds exceeding the total calcu- 
lated working capital and on loans for accumulated material resources in enter- 
prises which have not been verified and an additional interest of 50 percent on 
loans for deficit in capital construction or renovation and reforms, so as to 
urge the enterprises to strengthen economic calculation and reduce the use of 

















capital. This is a major reform in the interest system in the bank. It will 
play an important role in further using the lever of interest rate in the bank 
to urge enterprises to tap reserves properly, cut down the accumulation of 
material resources and exercise economy in the use of capital. 


(4) Reform the method of commercial loans. Before 1958, the bank handled loans 
to commercial and industrial enterprises in the same way and iv lemented the 
method of separate management of deposits and loans. Loans were examined and 
allocated by the banks. In 1958, it was changed to the present method of "joint 
deposits and loans" which is actually the method of current deposits and over- 
draft. According to this method, the enterprise opens a current deposit and 
overdraft account with combined deposits and loans and ascertains an overdraft 
limit per yuarter (which is the rectified and calculated tudex of the amount of 
expenditure exceeding income in the finance of the enterprise and deficit which 
has to be made up by bank loans). Within this overdraft limit, the enterprise 
can withdraw money whenever required and the loans need not be examined or 
supervised by the bank. This is not favorable for strengthening economic calcu- 
lation and improving operation and management in the enterprise or strengthening 
credit control and developing the lever role of credit loans. As far as reforms 
in this aspect are concerned, we are prepared to adopt the method of separate 
management of deposits and loans which means that deposits should be allocated 
to deposits and ioans should be allocated to loans. Separate accounts should be 
opened for deposits and loans, and loans are examined and allocated by the bank. 
This urges the enterprise to improve its operations and management, and develops 
the lever role of bank credit loans. In this year, a small number of enterprises 
have been selected respectively in the two cities of Chengtu and Chungking. This 
will be gradually popularized after the experiences have been summed up. 


In addition, there are the following reforms: (1) Improve the management method 
and settling accounts. The method of settling accounts and of “taking up the 
commission to collect money on behalf of other places" in the whole province has 
been ascertained. The enterprise can entrust the bank with the relevant docu- 
ments in order to collect money on its behalf and then deposit the money in its 
account. If the billed unit refuses to pay, the payer and payee should settle 
the problem themselves. This urges the enterprise to strengthen its understand- 
ing beforehand and promotes a contract system. (2) Improve the method of cash 
control. According to the actual local conditions, the bank can properly raise 
the limit or amount of cash which the unit is allowed to pay and carry. The 
enterprises and units can purchase agricultural sideline products on the market 
with cash according to the regulations. (3) Economic accounting is implemented 
in the internal management of the bank. Banks at all levels must declare that 
they have on hand a certain amount to be used for credit loans. When a branch 
bank deposits or borrows money from the main branch, it must collect and pay 
interest according to a set rate. There must be periodic examination of the 
five economic targets of the use of funds, the quality of work, work efficiency 
and expenses and profits in banks of all levels and the withdrawal of enterprise 
capital must be based on the stipulated conditions and proportion. (4) Reform 
the management system of bank cadres. Cadre management in the people's bank 
system approved by the state includes the appointment, promotion, transfer, 
reward and punishment of cadres in banks at all levels. The system of the dual 
management of the people's bank and local management is being implemented with 

















the bank system management having a greater voice, so as to bring into better 
play the role of the bank. 


Enable the Bank To Truly Become the Lever for Developing Economy 


The People's Bank in Sichuan has ascertained the criteria for judging whether the 
reform of this system is good or bad. The six criteria are: One, to determine 
whether there are more funds accumulated now than in the past. Two, to determine 
whether there is greater flexibility in the use of funds. Three, to determine 
whether the economic results derived from loans are better than in the past. 
Four, to determine whether successful experiences have been accumulated. Five, 
to determine whether the management level of the bank has been raised. Six, to 
determine whether people have been adequately trained. 


Although the reform of the bank system in Sichuan is only in the preliminary 
stage, it has involved various tasks in the bank and the various economic levers 
of currency, credit loans, interest and settlement of accounts in economic life. 
This is closely related to the various departments and various enterprises in the 
national economy. This reform will thus bring about some new changes in various 
aspects. Emphasis must be placed on negotiations and discussions in doing things 
in the departments concerned and in particular, it is necessary to start from the 
overai’ situation in the national economy and carry out in-depth investigations 
on the benk system, enterprises, trades and market. We must pay attention to 
"minute observation" and dissection as well as to “overall observation" and 
analysis. We must be the “barometer” of the national economy as well as the 
“weather station" of production and construction and strive to raise the level 

of bank management and thus turn banks into an important lever for economic 


development . 


CSO: 4006 
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FINANCE AND BANKING 


GUANGDONG TRUST COMPANY CHARTER ADOPTED 
HKO30500 Hong Kong TA KUNG PAO in Chinese 2 Dec 80 p 5 
{[Report: "Guangdong Trust and Investment Company Charter Adopted") 


[Text] Yesterday morning the Guangdong Trust and Investment Company called the 
first meeting of ite board of directors and adopted the company charter. 


It was learned that the Guangdong Trust and Investment Company is a new-type inte- 
grated economic organization under the leadership of the Guangdong People's Govern- 
ment with a total capital of 200 million yuan. The company and the enterprises 
under it have the power of making decisions about personnel, finances, property, 
production, supply, sales and other matters. They operate on their own and are re- 
sponsible for their onw profite and losses. Guided by our country's relevant laws 
and regulations and by the needs of Guangdong Province, they attract in various forms 
funds from abroad and from Hong Kong and Macao, introduce advanced techniques and 
equipment, and invest in industrial, agricultural and other construction undertak- 
ings. They serve the object of accelerating the modernization of Guangdong Prov- 
ince. The company is situated in Guangzhou Municipality. Should the need arise 

it can set up branches or agencies at home and abroad. 


According to the quarters concerned, the company's functions and its ways of at- 
tracting investment funds are as follows: 


1. The company invests in specialized construction projects. Guide by the con- 
struction plans of the Guangdong People's Government, it issues special investment 
bonds. Concrete measures for the iseuance of such bonds will be formulated in line 
with the principle of equality and mutual benefit. 


Enterprises devoted to specialized construction projects will practice independent 
accounting and share profits or losses in proportion to the money invested. The 
profits realized for the investors and the original sum of money invested, which 
is to be returned after the expiration of a set period of investment, can be re- 
mitted abroad through the Bank of China in the foreign currency originally used 
for investment. 


2. The company enters into business with imvestors from foreign countries, over- 


seas Chinese and Hong Kong and Macao residents in the form of joint ventures, co- 
operation and compensation trade assembling. With the investment funds received, 
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it can set up independent enterprises, invest in various businesses at home, or 
work with the domestic unite and enterprises concerned along the lines of jointly 
operated or cooperative ventures. The company undertakes che import or advanced 
techniques, equipment, raw materials, and gear for construction, and the export of 
products for sale abroad, as far as the enterprises under it are concerned. It 
also imports and exports goods in general. it further offers to make loans. 


3. The company receives and gives credit. In Light of the development of its oper- 
ations and the needs of the province, the company will obtain credit from financial 
institutions and companies in foreign countries and in Hong Kong and Macao, or from 
individuals. The amount of credit, the interest rate, the term of maturity, the 
form of payment, and so forth are based on an agreement signed by the company and 
the party concerned. 


4. The company issues bonds in both RMB and foreign currencies. Details are given 
as follows: 1) The period of investment is 10 years, with the bonds carrying an 
interest of 8 percent. The money from the redeemed bonds may be reinvested. With 
the approval of the Guangdong Provincial People's Government, interest on investments 
which are regarded as savings may be exempted from income tax. 2) Foreign currency 
bonds are of two types, one in Hong Kong dollars and one in U.S. dollars. The form 
er is HK$2,000 a unit and the latter US$500 a unit, with no limit set on the number 
of units bought. Principal and interest will be paid in foreign currency in which 
the bond is issued. 3) RMB bonds are to be bought with foreign currencies. Each 
unit is 500 yuan with no limit put on the number bought. Redemption at maturity 
will be in the Chinese currency. Interest payments will be half in RMB and half 

in foreign currencies. 4) The bonds issued by the company can be registered in a 
person's name and are transferable. According to a Chinese law, the legitimate 
successor can arrange for transfer with the company. 


5. The company undertakes to answer queries and execute commissions. It charges 
service fees for executing commissions for companies, enterprises and individuals 
at home and abroad and for handling import and export procedures. 


The board of directors of the company is its highest authority. The board has one 
chairman and some vice chairmen, managing directors and directors. The chairman is 
appointed by the Guangdong People's Government. Vice chairmen, managing directors 
and directors are nominated by the chairman of the board of directors, subject to 
the approval of the board of directors and clearance with the Guangdong People's 
Government. The board of directors meets once or twice a year. When the board is 
not in session, the managing directors are in charge. If the need arises, the 
chairman of the board of directors may call a board of directors meeting at any time. 


The powers of the board of directors concern chiefly the following four fields: 

1) The formulation and revision of the company's charter; 2) the nomination of the 
company's general manager and assistant general managers by the chairman of the board 
of directors, subject to the approval of the board of directors; 3) deciding on the 
company's operations, guidelines and plans and checking the implementation of the 
relevant guidelines and plans; 4) examining accounts at the end of the year. Mean- 
while the company is introducing the system of holding the general manager respons- 
ible under the leadership of the board of directors. The general manager is re- 
sponsible for the overall operation and administration of the company and makes re- 
gular reports to the board of directors and the standing office of the board of 
directors. The assistant general managers help the general manager in his work. 
CSO: 4006 
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FINANCE AND BANKING 


STRENGTH OF U.S. MONOPOLY GROUPS DISCUSSED 


HKO80358 Beijing SHIJIE JINGJI (WORLD ECONOMY) in Chinese No ©, 10 Sep 80 
pp 23-30, 9 


[Article by Zhang Jialin [4545 0502 3218]: “Some Changes of Strength and 
Combination of Monopoly Financial Groups in America™] 


{ext} Along with the rapid development of science and technology in capitalist 
countries since the 1960's, the economic structure in the United States has also 
undergone great changes. While some new industrial departments arose, the 
industrial and commercial enterprises which were originally engaged in a single 
line of business expanded into conglomerates and diversified enterprises one 
after another. The widespread growth of a diversified economy led to a higher 
concentration of production and capital, thus bringing about new changes in the 
balance of power among the U.S. monopoly financial groups. 


One of the important features of the current development of the U.S. monopoly 
financial groups is that the relations of the monopoly groups have become more 
complicated, gutual infiltration activities have become greatly intensified, and 
the distinctions between major monopoly groups are getting more obscure. There- 
fore, the postwar division of the top 10 financial groups cannot fully reflect 
the actual conditions of the American monopoly groups today. As a result of the 
changes in the balance of power, the American economy has been increasingly domi- 
nated by the eastern financial groups. Today, the powerful Wall Street financial 
groups in the east are still the supreme rulers of America. 





1. Characteristics of Concentration of Production and Capital in America at 
Present Stage 


The emergence of monopoly financial groups was a result of the concentration of 
production and capital. Apart from relying on enterprises which turned large 
sums of surplus value into capital and expanded their existing productive capacity, 
the concentration of production and capital was mainly accomplished 

mergers. According to the views of American economic circles, the high tide of 
mergers appeared or three occasions in postwar American history. The first 
occasion was from the mid-1950's to the end of the 1950's when more than 3,000 
enterprises merged; some 8,000 enterprises merged during the second period, 

namely from 1966 to 1970; and the third period started in 1978 and is still goiaz 
on. In 1978, the number of mergers rose to 2,106 totaling more than $34 billion, 
and the merging of enterprises with assets of over $100 million numbered 80—twice 
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as many as in 1977. In addition, conglomerate mergers--namely the merging of 
different trades and professions-~-became the major form of amalgamation, 
accounting for 53 percent of all such mergers carried out in the United States 
from 1952 to 1955, 72 percent in 1960 and 91 percent in 1971. All this brought 
about the growth of large enterprises which expanded and diversified their 
economies. Take Litton Industries as an example. Before 1954, it was only a 
small enterprise which produced electron tubes. Yet, atter merging with other 
enterprises, it became a large conglomerate which now owns some 100 small com 
panies with over 10,000 products ranging from aircraft carriers and electronic 
installations to medical apparatus, instruments and books. At present, most of 
the largest American industrial corporations, such as Exxon, General Motors, 
General Electric, ITT and Boeing have become conglomerates. 


The rapid development of conglomerate mergers and diversified enterprises is 

one of the important features of the current concentration of production and 
capital in the United States. The reason is that in many industrial sectors, 
the monopolization of enterprises has intensified to such a ligh degree that the 
capitalists cannot compete with ome another in the same department. As a result, 
they have to expand into other departments. Along with the development of 
science and technology, there is m tual infiltration with regard to designing, 
production and technology in various industrial departments. The monopoly capi- 
talists realize that a diversified enterprise is more economical, more effective 
and more profitable than a single-product enterprise. Moreover, many monopoly 
capitalists find they would rather purchase ae existing enterprises than invest 
in building new ones or repair the equipment because the former is much cheaper, 
more profitable and less risky than the latter. 


At the present stage, another characteristic of concentiation of production and 
capital .u America is that financial capital has strengthened its control over 
industry and commerce. Financial institutions (the commercial banks in particu- 
lar) are the core of the monopoly financial groups. Since the banking laws in 
America do not aliow commercial banks to invest in nonfinancial enterprises, the 
commercial banks have tried every means to set up trust departments, handle trust 
funds (namely the assets entrusted by individuals or groups such as old-age 
pensions) and make use of other external funds to purchase shares of stock of 
commercial and industrial enterprises so as to expand their own operations. 
These trust funds have increased rapidly since World War II. In 1975, the trust 
finds controlled by the 300 largest financial institutions in America totaled 
$535 billion and rose sharply to $822 billion in 1976, corresponding to nearly 
46 percent of the gross national product of the same year. The trust funds were 
so greatly concentrated that the 10 largest financial institutions in America 
accounted for more than one-fifth of the total volume of trust funds in the 300 
financial institutions. 


The monopoly financial groups take the buying and selling of shares in the stock 
market as an important means of exercising control over enterprises and corpora- 
tions. Many financial institutions have used most of the trust funds to purchase 
the ordinary shares of stock of che corporations. (Generally speaking, each 
ordinary share carries the right to vote.) They can manage to control the 
corporations as soon as they succeed in collecting a considerable number of 
shares. As the shares of stocks in American corporations have been widely 
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dispersed since World War IT, hundreds of thousands or even millions of people 
have becone shareholders of \arge corporations. Therefore, the financial insti- 
tutions can exercise control over the industrial and commercial enterprises by 
holding a fairly small percentage of the shares. According to a monographic 
a*udy made by the U.S. Senate in 1978, the financial institutions could exert a 
powerful influence on the policy of the corporation and personnei matters of the 
board of directors if they managed to control ' or 2 percent of the shares which 
carried voting rights. In addition, the financial institucions could exercise 
further control over the corporations concerned by providing credits and sending 
their representatives co serve concurrently as members of the board of directors. 


There is a strong tendency for financial institutions to spare no efforts to 
dominate the shares of American industrial and commercial enterprises. This 

means that more and more American industrial and commercial enterprises are in 
the hands of a handful of large monopoly groups. At the end of the 1940's, the 
financial institutions held over 14 percent of the total number of shares which 
were on sale in the stock market. By the mid-1960's the proportion increased to 
23 percent and by the end of the 1960's, of all the American industrial and cow 
mercial enterprises, nearly half of the shares which carried voting rights were 
under the control of the financial institutions. The shares held by the 100 
largest financial institutions were worth about $300 billion, accounting for 
four-fifths of the total number of shares owned by all the financial institutions. 
The commercial banks which hold the largest amount of shares (calculated «°° 0: ing 
to the value of shares) are Morgan Guaranty Trust Company ($19.3 billio: Firs: 
National Citibank ($13.7 billion), Bankers Trust Corporation ($l4 billic:). aud 
Chase Manhattan Bank (S9 billion). 


2. The Changes in Strength of U.S. Monopoly Groups 


In the process of concentration of production aad capital, owing to the emergence 
of the new -neromenon mentioned above, there are some changes with regard to the 
inner structure, interrelations and balance of power of U.S. monopoly groups, Of 
the former 10 largest financial groups, the strength of the Morgan Group and the 
First National City Bank Group is expanding rapidly, and their interests are 
mutually merged and infiltrated with those of the Kockefeller Group. These three 
large financial groups of Wall Street in the east are still playing the dominant 
role in the economy and political life of the United States. As for the rest of 
the groups in the east, such as Dupont and Mellon, and the Chicago Group of the 
central eastern region, they are, in varying degrees, subordinate to the large 
Wall Street financial groups. The other two major financial groups, Boston and 
Cleveland, are on the decline. Though the California Group in the west once had 
a powerful influence, it has been seriously infiltrated by the Wall Street groups 
in the recent years, thus becoming an appendage of the latter. Though the economy 
in the southern regions has developed by leaps and bounds, the major financial, 
industrial and commercial departments are controlled by the eastern monopoly 
groups. Comparatively speaking, weak as the southern monopoly groups are, they 
are inten.ifying their struggle with the eastern monopoly groups. 





At present, it is hard to make an accurate estimate of the assets of the American 
monopoly groups. This is because: (1) The shareholders of many American corpora- 
tions register their share certificates in the name of their consignee so as to 
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conceal the real background of the monopoly groups. (2) The infiltration among 
the monopoly groupe ia very high, many enterprises are jointly controlled by two 
or more monopoly groupe, and the members of the board of directors hail from 
different monopoly groups. Thus, the interrelationship of the groups is very 
complicated and it ie very difficult to judge which monopoly groups a certain 
enterprise ie subordinate to and to verify the accuracy of the actual strength 
of each monopoly group in a certain enterprise. (3) The U.5. Government has 
never published formal data concerning the relative strength of monopoly groups 
and the background of the enterprises. Herewith, we can only make a general 
introduction concerning the changes in the relative strength of the U.S. monopoly 
groupe according to the investigative reports "On the Right To Vote of the Large 
Corporations” and “On the Composition of the Directorship of Large Corporations 
in the USA"~-published by the Government Affairs Committee of the U.S. Senate 

in January and June 1978, respectively--and according to material from American 
newspapers and journale which reveal some information regarding the rivalry for 
dominating the corporations in the recent years. 


(1) Large Wall Street Monopoly Groups in the Eastern Regions 


The Morgan Group is a powerful and old financial group in the United States and 
ite strength was once surpassed by the Rockefeller Group. However, the Morgan 
Group has made a rapid expansion in the areas of finance and trust and it has 
managed to control a large number of enterprises by using other people's funds. 
In addition, the growth of computers and other highly sophisticated technology 
in the past 10 years or so has strengthened the power of tie Morgan Group. This 
is mainly because about 80 percent of the production of large-size electronic 
computers in the world are monopolized by IBM which is under the control of the 
group. As far as the competicion for the domination of the enterprises—either 
in assets, numbers and influence--is concerned, the Morgan Group has now left the 
Rockefeller Group far behind. 


Though the Morgan Guaranty Trust Company, the major enterprise of the group, has 
ranked fifth among the commercial banks in the United States and its bank savings 
ore lees than half those of Bank of America or First Netional Citibank, it still 
has the largest trust department in the country. By the end of 1976, it was the 
jJargest shareholder among the financial institutions in the country. According 
to an investigation made by the U.S. Senate, out of the 122 most influential 
cnterprises, ranging from financial institutions to industries, retail enterprises, 
transportation and public utilities, Morgan Guaranty Trust Company had acquired 
the largest proportion of voting rights in 27 and ranked among the 5 largest 
voting-right holders in 56. Therefore, it is one of the most powerful financial 
corporations in the United States. What is more, Morgan Guaranty Trust Company 
nas the largest proportion of voting rights in First National Citibank, accounting 
for 3.26 percent of the shares which carry voting rights. if all the shares of 
other financial institutions of the Morgan Group are included, it has a bit more 
than 10 percent of the shares in First National Citibank, thus playing a dominant 
role in the latter. At the same time, First National Citibank has acquired 2.63 
percent of the shares which carry voting rights in Morgan Guaranty Trust Company, 
and there are 30 members of the board of directors holding posts concurrently in 
these two corporations. Therefore, we can hold the view that the Morgan and the 
First National Citibank groupe are tending to merge with each other. In addition, 
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these two financial groupe have jointly controlled Bank of America, the largest 
commercial bank in the Uited States, 


The Morgan Group ha» expanded ite influence in several areas: In the financial 
circles, it has succeeded in gaining the largest proportion of voting rights in 
Chemical New York Bank and in the American Express and Travelers corporations, 
which were formerly owned by the Rockefeller Group. In the mining industry, the 
Westinghouse Electric Corporation, the major enterprise of the Mellon Group, 

came under the control of the Morgan Group after suffering an economic crisis in 
the early 1970's. As a result of the notorious scandal and financial crisis, the 
Lockheed Aircraft Corporation could not but accept the credit offered by Bankers 
Trust Corporation, thus falling into the hands of the Morgan Group. Textron 
Corporation, which was formerly owned by the Boston Group, has been jointly con- 
trolled by the Morgan and the Firet National Citibank groupe. Besides, the Morgan 
Group has acquired a final say in the (Imber) O11 Corporation and Goodyear Tire 
and Rubber Corporation, dominating the United Aircraft Corporation, the biggest 
transportation corporation throughout the country, and Sears, Roebuck (formerly 
owned by the Chicago Group), the largest retail company in the United States. 


Apart from the above-mentioned enterprises, the Morgan Group still controls some 
other major enterprises involved in different trades and professions (the financial 
groups with which the Morgan Group jointly controle the enterprise are shown in 
parentheses): 


In financtal trade, there are the following corporations: J. P. Morgan and Com- 
pany, Manufacturers Hanover, Bankers Trust New York, Northwest Bank and 

(Dupont and Rockefeller groups), Prudential Life Insurance, New York Life Insurance, 
Connecticut General Insurance, Continental, Investors Diversified Savings (7) and 
#0 On. 


In the mining industry, there are the following corporations: I8M (First National 
Citibank), General Electric (First National Citibank), ITT (Rockefeller, Chicago 
aid Dupont), U.S. Steel, Union Carbide, Continental 011, Union O11 of Califo.nia, 
Coca-Cola, Pepsico, Chrysler (Rockefeller) and so on. 


In transportation, there are the following corporations: United Airlines, PAN AM, 
Burlington Northern, Santa Fe Industrial, Southern Railway, Norfolk and Western 
Railway, and so forth. 


In public utilities, there are the following corporations: American Telephone and 
Telegraph (Rockefeller and First National Citibank), Southern, Pacific Gas and 
Electric (California), Public Service Electric and Gas, Virginia Electric and 
Power, Columbia Natural Gas System (California) and so on. 


In retail trade, the Morgan Group has exercised control over the K-Mart, the Union 
Department Store (First National Citibank) and so forth. 


In recent years the economic strength of the Rockefeller Group has been on the 
decline. According to the value of its assets, Chase Manhattan Bank, the key 
enterprise of the group, is the third largest bank in the United States. However, 
in the case of trust business, Chase Bank is left far behiod by the Morgan 
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Guaranty Trust Company. The Petroleus laduatry wae originally the pillar of the 
Rockefeller Group, but in recent yeare, some controlling rignte of major petroleum 
companies attached to the group have been taken over by the Morgan and Firet 
National Citibank groups. In controlling the industrial and commercial enter- 
prises, the Rockefeller Group hae lagged behind the Morgan Group. 


However, Chase Manhattan Bank has abundant funds and can manage to control the 
enterprises by providing commercial and industrial loans. Owing to the need for 
competition and expansion, many large corporations in the United States are seek~ 
ing more and more funds. To thie end, they have to rely on credit provided by 
the financial institutions. While teeuing credit to a certain enterprise, though, 
they do not enjoy the right to vote in the debtor's enterprise. The financial 
institutions may ask the enterprise to provide confidential information with 
regard to ite finances and aseign some of its own members to serve concurrently 
as members of the board of directors of the enterprise. in so doing, they can 
exert great influence on the policies of the enterprise and sanage to have a final 
way. According to an investigation made by the U.S. Civil Aviation Committee, by 
the end of 1976, the creditor's rights enjoyed by Chase Manhattan Bank in the 25 
American airline companies were about twice as much as those enjoyed by the other 
banks. Through creditor's rights, it gained complete control of Eastern Airlines 
and played an important role in Northwest Airlines, both of which were attached 


to the Morgan Group. 
The major corporations controlled by the Rockefeller Group are: 


Coase Manhattan Bank, First Chicago (Morgan, First National Citibank and Chicago), 
New York Bank, First Boston (Mellon), Metropolitan Life Insurance Company, 
Fquiteble Life Insurance Company, Exaon, Standard 011 of Indiana (Morgan and 
Chicago), Raytheon, American Electric Power, Eastern Airlines, Commonwealth 
Edison, Texas Utilities (Chicago and Boston) and some others. 


in recent years, the Rockefeller and the Morgan groups have further infiltrated 
each other. Chase Manhattan Bank held 1.43 percent of the shares which carry 
voting rights of Morgan Guaranty Trust Company, ranking second among all the 
shareholders. At the same time, the latter obtained 1,090 shares carrying voting 
rights in Exxon Through different channels, such as sending representatives to 
serve concurrently as members of the board of directors, both the Rockefeller and 
Morgan groups are closely related and have succeeded in jointly dominating a 
number of important enterprises--American Telephone and Telegraph, which has the 
largest assets in the United States, ITT, Chrysler and so on. 


Historically, First National Citibank Group was closely connected with the 
Rockefeller Group and has been under the control of the Steerman-Rockefeller 
families for a long time. Many American scholars hold the view that it is not 
an independent financial group but a bank attached to the Rockefeller Group. 
According to an analysis of various data available at present, First National 
Citibank should be taken as a4 group jointly controlled by the Rockefeller and 
Morgen groups or rather as a financial group closely connected with these two 


powerful groups. 

















At present, there are many representatives of the Rockefeller Group on the board 
of directors of Firat National Citibank, Por instance, two representatives from 
kxxen (one of them is Calvin, chairman of the board of directors) were sent 
directly, and the other five indirectly, to serve concurrently as members of the 
board of directors. From the Metropolitan Life Insurance Company there is one 
representative (vice chairman of the board of directors) directly holding a con~ 
current position and 22 indirectly. Prom Chase Manhattan Bank there are 18 
representatives indirectly serving concurrently as members of the board of 
directors. On the board of directors of First National Citibank, there are also 
representatives from Equitable Life Insurance Company, New York Life Insurance 
Company and First Chicago Bank. 


Firet National Citibank is aleo connected with the Morgan Group. Thie ie mainly 
because First National Citibank and Morgan Guaranty Tru t Company have merged, 
and these two groups have jointly controlled a large number of financial institu- 
tions, commercial and industrial corporations, such as Bank of America, Atlantic 
Richfield, Phillips Petroleum, Eastman Kodak, Caterpillar Tractor and J. C. 
Penney. 


The trust business of First National Citibank has developed rapidly. Calculated 
according to trust assets, First National Citibank leaped to first place in the 
United States in 1976 from fourth place in 19/4, By the end of 1976, the trust 
ansets of the bank totaled $26.1 billion, half of which were invested in the 
ordinary shares of industrial and commercial enterprises. Thus, a large number 
of major enterprises were under the control of First National Citibank. 


The major corporations controlled by First National Citibank Group are: 


First National Citibank, the First Bank System, Atlantic Richfield (Morgan), 
Caterpillar Tractor (Morgan and Dupont), Eastman Kodak, Phillips Petroleum 

(Morgan), United Technologies, Xerox, Boeing Aircraft, Minnesota Mining and 
Manufacturing, Bendix, Grumman Aircraft, J. C. Penney (Morgan) and so forth. 


Of the three large Wall Street financial groups mentioned above, the Morgan Group 
has the most powerful influence in various economic sectors, followed by the 
Rockefeller Group and First National Citibank successively. Comparatively 
speaking, however, the Morgan Group is loosely organized and its political 
influence is not as large as its economic influence. What is more, in the Morgan 
family, “political stars” such as Nelson Rockefeller and David Rockefeller have 
never emerged. Therefore, the Morgan Group has to draw support frea the polit- 
ical strength of the Rockefellers. Considering that the intere. . and the 
sphere of influence of these two monopoly groups are about the same, there is 
not much difference with regard to their policies. Patterson, chairman of the 
board of Morgan Guaranty Trust Company, is a member of the Foreign Relations 
Committee headed by David Rockefeller. Since the days of the Kennedy administra- 
tion, the Morgan and the Rockefeller groups have exercised control over the 
presidential elections. In 1974, they launched a campaign to drive Nixon out of 
office. There is a tendency for the Morgan and the Rockefeller groups to ally 
themselves with First National Citibank, which is closely related with these two 
groups, and form a united Wall Street Group. They often coordinate their poli- 
cies and actions to influence the American political situation and are united as 

















one in entering into rivalry with the newly rising financial groupe in the 
weatern and southern regions. 


(2) Financial Groupe in the Eastern and Central Western Regions 


Though the Dupont and the Mellon groupe in the eastern regions and the Chicago 
groupe in the central southern regions etill control part of the major industrial 
enterprises, their strength has expanded rather slowly. What is more, in the 
matter of finance the Dupont, Mellon and Chicago groupe have relied, to varying 
degrees, on the large Wall Street groups and have actually become an appendage 
of the latter. This ie an inevitable outcome of the further concentration of the 
production and capital in the United States. 


At present, the Dupont Group ie still exercising control over General Motors, 
the industrial corporation which has the largest sales volume in the United 
States and the Dupont Corporation, the largest chemical corporation. Thus, it 
plays, to some degree, an important role in the American economy. However, its 
finance capital is very weak and it has relied on support from the Morgan Group 
for a long time. The banks of the Morgan Group often deal with the negotiable 
securities of the enterprises owned by the Dupont Group and provide the trust 
services. In addition, the Morgan Group has held about 4 percent of the shares 
which carry voting rights in General Motors (second only to the Dupont Group, 
holding 7 percent of the shares) and has sent three representatives to be men- 
bers of the board of directors. 





The major corporations controlled by the Dupont Group are: 


Security Pacific, Detroit National, General Motors, Dupont, Middle South Public 
Utilities, Detroit Edison and so on. 


In recent years, having been squeezed out by the large Wall Street groups, the 
Chicago Group has been more or less crippled. The Lllinois Continental National 
Bank, the key enterprise of the group, was infiltrated by the Morgan Group, and 
the other important bank, First Chicago National Bank, came under the control of 
the Rockefeller Group. At present, the Chicago Group is actually subordinate to 
the Morgan and the Rockefeller groups. 


Some major enterprises controlled by the Chicago Group are: 


Illinois Continental National Bank (Morgan), Texaco (Dupont, Morgan and First 
National Citibank), Standard O11 of Indiana (Rockefeller), Bethlehem Steel 
(Morgan), Florida Power and Light and so forth. 


The Mellon Group is one of the monopoly groups which keeps che family charac- 
teristics, and there is not much change with regard to the strength of this 
group in recent years. The Mellon National Bank, the key enterprise of the 
group, ranked 16th among the commercial banks in the United States in 1978. 
However, it was very active in expanding trust business. By the end of 1976, 
it owned trust assets of $14.4 billion, surpassing its own bank assets, and 
ranked 6th among American financial institutions. Of the industrial mining 
enterprises controlled by the Mellon Group, the @ost important one is Gulf Oil 
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(ranking 9th among the 500 large American industrial enterprises). Since World 
War II, the Mellon Group has increasingly relied on the financial support of the 
Rockefeller Group. The Rockefeller's banks iseued the negotiable securities for 
the Mellon's enterprises, assigned representatives holding concurrent posts as 
members of the board of directors in the enterprises and jointly controlled a 
large number of enterprises. 


In recent years, there have been few changes in the industrial and mining enter- 
prises controlled by the Mellons. It was only in 1978 that the Mellon 
Carborundum Corporation was swallowed up by the Morgan Kennecott Copper Corpora- 
tion at the expense of $0.6 billion. 


In addition, on Wall Street in New York, some emall financial groups which are 
mainly engaged in banking investments are currently developing at a high speed. 
Among them, the most outstanding are the Lehman Brothers and Goldman-Sachs. 

Both of these are controlled by Jews. Though their assets are not enormous, 
they hold a considerable amount of trust assets (by the end of 1976, the Lehman 
Brothers Corporation acquired trust assets of $1.7 billion), often underwrite 
negotiable securities for large companies, poke their nose into the merging of 
large companies, or issue long-term bonds for foreign governments. Therefore, 
their economic strength cannot be overlooked. Meanwhile, they have an important 
impact on American political life through the Jewish circles. 


Other eastern and central western financial groups, such as Boston, Cleveland 
and some local financial groupe, have further declined in recent years. They no 
longer play an important role in the political and economic life in the United 
States. 


(3) Western and Southern Financial Groups 


Since the 1950's, the economy in the western and southern regions has developed 
by leaps and bounds, thus giving rise to a large number of new industrial centers 
and billionaires well-known all over the country. With their powerful economic 
strength, the agents of the western and southern financial groups have spared no 
efforts to become the master of the White House, and these groups were once the 
eastern financial groups’ rivals who could not be underestimated. Some American 
scholars even hold that the power of America is shifting to the western and 
southern regions. 


However, the allegation of "power shifting” is inaccurate. According to the 
analysis of various data and materials, the western and southern financial groups 
by and large have to hang onto the coattails of the eastern financial groups, and 
American political and economic power is still under the control of the l-* er. 


There are two reasons. One is that though there are some large financ’ ~ -itu- 
tions in the western and southern regions, they are far from being ab * mtrol 
all economic activities in these regions. Take Bank of America as an « Le. 


It has large assets and enormous deposits. However, it is mainly engagea .n the 
savings business and has few trust assets. In these two regions, there are no 

large insurance companies or investment banks as in the eastern region, and trust 
business is very poor. Thus, the financial institutions there can hardly put the 
large industrial and commercial enterprises under their control. Very often they 
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run short of capital and have to seek aid from the eastern financial groups. 
Therefore, they are restricted and controlled by the latter. The other reason 
is that moet of the large industrial and commercial enterprises in the western 
and southern regions, such as Atlantic Richfield and Boeing, belong to the 
eastern financial groups. One of the important reasons for che rapid economic 
development in these regions is that a large number of enterprises owned by the 
eastern financial groups have increasingly been shifted to these areas. Of the 
500 largest American corporations, only 84 corporations’ headquarters were 
located in the western and southern regions in 1970, but they increased to 117 
in 1976. From 1970 to 1976, headquarters or main bodies of 450 corporations 
were moved to Tennessee and 180 transferred into the Houston area. Take Georgia 
as another example. Some large banks in that state are under the control of the 
Dupont Group. The two largest enterprises in the state~-the Coca-Cola and 
Lockheed Corporation plants--are attached to the Morgan Group. Since the 1960's, 
the Rockefeller Group has vigorously infiltrated Georgia. Atlanta, the state's 
capital, is called “the Southern Rockefeller Center." Therefore, the eastern 
financial groups still hold a dominant position in the economy of the western 
and southern regions. 


The California Group is currently suffering blows and infiltration from the 
eastern financial groups. The largest controlling rights of Bank of America, 
its key enterprise, have been dominated by the Morgan and the First National 
Citibank groups (which hold respectively 2.88 percent and 2.47 percent of the 
shares carrying voting rights, thus achieving absolute superiority over the bank 
while Bank of America itself and the other banks attached to the California 
Group have acquired only 1.27 percent of the shares). A large number of 
corporations attached to the group, such as Security Pacific National Bank, 
Georgia Pacific and Lockheed Aircraft have been in the hands of the eastern 
financial groups. At present, the major industrial and mining corporations 
controlled by the California Group are Standard Oil of California, Getty Oil, 
Western Oil and Litton Industries. 


The economic strength of the Texas Financial Group has expanded substantially. 
Currently, the major financial, industrial and mining corporations controlled by 
the group are Dallas First National Bank, Dallas Republican National Bank, 
Houston First National City Bank, Tenneco, International Harvester, LTV, 
Safeway Shops, and Texas Instruments. It is noteworthy that the assets of the 
three banks owned by the group mentioned above are growing very rapidly. Along 
with the expansion of the economy of Texas, the group is becoming a force which 
can withstand the eastern financial groups. 


3. New Characteristics of the Changes and Development of the Monopoly Financial 
Groups 


The growth of productive forces and the intensification of concentration and 
monopolization have brought the monopoly financial groups not only changes in 
strength and combination but also some new characteristics. 
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(1) The Business of the Financial Groups ie Diversified 


The concentration of postwar American monopoly capital is accomplished to a great 
extent theough comprehensive mergers. As a result, the management and operation 
of the financial groups are becoming more and more diversified with each passing 
day. In a certain long period before and after World War Il, the American 
monopoly groups emphasized certain areas in their management and = 

The Rockefeller Group had the of] industry as ite mainstay for a long time; the 
emphasis of management and operations of the Morgen Group was on the iron and 
ateel industry and the railway; the Mellon Group laid stress on the oil and 
aluminum industries; the Dupont Group on the chemical industry; and the Chicago 
Group on trade and professions concerning agriculture. Now the emphasis of the 
management and operations of the Morgan Group is no longer placed on the iron and 
steel industry and railways. Since the 1960's, apart from expanding the oil 
industry, the Morgan Group has had vital interests in such fields as electronics 
and electric appliances, automobiles, chemical products, conventional and 
sophisticated weapons, aviation and the domestic retail trade, thus becoming a 
comprehensive large financial group involving almost all kinds of production. 


By using its powerful financial strength after World War II, the Rockefeller 
Group, which made its family fortune by relying on oil, penetrated rapidly into 
other economic sectors. At present, its sphere of influence has reached such 
departments as chemicals, electronics, aviation, ammunition, atomic energy, food 
and public utilities. The assets of the Dupont Group in automobiles and public 
utilities have greatly surpassed those of its traditionally run chemical 
industry. 


(2) The Overseas Interests Are Widely Dispersed 


It was an allegation in the past that the overseas interests of the Morgan Group 
seemed to be in Western Europe, while those of the Rockefeller Group were in 
Asia, Africa and Latin America. However, this allegation is considered to be 

far from the truth. In seeking cheap raw materials and manpower, the monopoly 
groupe are shifting more and more production and marketing links to foreign coun- 
tries and their overseas interests are widely dispersed. Viewing the layout of 
the multinational corporations, the manufacturing industry of the Morgan Financial 
Group is dispersed mainly over Western Europe, Japan and Southeast Asia, while its 
oil industries in the Middle East and Africa (the Continental Oil Corporation has 
in recent years invested considerably in Asia). The overseas interests of First 
National Citibank are dispersed over Western Europe, Canada, Asia, Africa and 
Latin America as well as Oceania. There is not much difference between the 
overseas interests of the Morgan Group. The Rockefeller is also a financial 
group whose interests are widely dispersed. At present, the Middle East and 
Latin America are used as its bases for extracting oil, and Western Europe, Latin 
America, Oceania and Canada are the bases for its oil refineries and the chief 
market for its oil products. The Rockefeller Financial Group has also invested 
in the manufacturing industry in Western Europe. Its large manufacturing com 
panies have practically set up subsidiary companies in Europe. In a word, the 
overseas interests of the major American financial groups are overlapping and 
crisscrossed. They are all multinational and transregional financial groups. 
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(3) The Infiltration Within the Financial Groups Has Intensified 


The existing American companies have already been carved up. To continue to com 
pete, the monopoly financial groups have no other alternative but to infiltrate 
into the enterprises of the other party. In recent years, the financial etrength 
of various large financial groups has increased considerably. The capital (the 
(rust assets in particular) which can be allocated is larger than at any Cime in 
the past. This enables the financial groups to buy the shares of other enter- 
prises or to provide loans, thus gaining partial controlling rights of the 
enterprises attached to the other financial groups. With the exception of some 
companies which are solely run by the financial groups bearing a strong family 
tinc, the great majority of the large American corporations are jointly control- 
led by more than two financial groups. For instance, [BM traditionally belonged 
to the Morgan Group, but the Watson family, the boss of the corporation, has 
intimate connections with the Rockefeller Group and often depends on the finan- 
cial support of the Chase Manhattan Bank. So the Rockefeller Group has fairly 
large controlling rights over IBM. 


Besides, with the management and operations as well as production being diversi- 
fied, the emphasis of management and operations and the distribution of interest. 
of the major financial groups are becoming more and more similar and they increa::- 
ingly overlap. An investigative report issued by the American Senate in June 19/8 
pointed out that, owing to the emergence of mutual concurrent membership on the 
board of directors in large numbers, the large American companies were, to varying 
degrees, related to one another. By analyzing the conditions of 130 large American 
corporations, the report held that there were a thousand and one links between 
these companies. Among these, the most outstanding are 13 companies (including 
Morgan Guaranty Trust Company, First National Citibank, Chase Manhattan Bank and 
Bank of America). As far as their relations with other companies are concerned, 
240 people were directly appointed as concurrent members of the board of directors, 
and 5,547 were indirectly appointed. This means that under the conditions of 
fierce competition, financial groups can exchange information and achieve, to a 
certain extent, coordination in formulating fina.cial and pricing policies at the 
expense of the interests of the small and medium-sized enterprises. In so doing, 
the American economy will further develop into higher concentration and monopoly. 


The intensification of infiltration among the financial groups has brought about 
structural changes within the financial groups. The multi-interest groups have 
emerged in different economic sectors, inner control has become looser, and a 
unified authoritative guiding center will no longer exist. Therefore, the 
American monopoly groups are facing a process of disintegration and reorganiza- 
tion. 


4. Some Manifestations of Contradictions Among the Monopoly Groups 


The intensification of infiltration among the monopoly groups cannot ease the 
contradictions and competition among them. The manifestations and struggles are 


somewhat different from those in the past. 


At present, except for the traditional contradictions between some of the eastern 
financial groups and the newly rising western and southern groups, more 
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contradictions exist among transregional and transfinancial groupe. The contra- 
dictions are reflected in the conflicts within the same departments or among 
various departments of different financial groups. Three contradictions are as 
follows: 


(1) Contradiction Between the Large Multinational Corporations Which Give 
Priority to the Overseas Market and the Monopoly Groups Which Stress the 
Domestic Market: 


These multinational corporations include the large-sized oil, automobile, elec- 
tronics, electric, chemical and food industrial and mining corporations, which 
are attached to First National Citibank, Rockefeller, Mellon, Chicago and the 
western and southern financial groups, as well as the commercial and investment 
banks which provide funds for multinational corporations. On the one hand, they 
advocate strongly that all restrictions on free trade and direct investments 
abroad be abolished. In order to make the products of their subsidiary companies 
abroad enter the American market, they call for reduction of tariffs and the 
abolition of all restrictions on imported goods. In their domestic economic 
policy, they stand for the policy of deficit financing and dollar devaluation 

so as to serve their expansionism. On the other hand, the industrial and mining 
corporations and local financial institutions--including steel, textile, domestic 
oil extraction and some small and medium-sized enterprises of the Morgan, 
Rockefeller, Chicago, Boston and western and southern financial groups--which are 
unable to expand abroad, have to lay emphasis on the domestic market. They call 
for the implementation of the policy of protectionism and restrictions on the 
free circulation of commodities and capital. In their domestic economic policy, 
they are in favor of the policy of a balanced budget and are against deficit 
financing. 


(2) The Contradictions Between the Regions and Departments Related to the 
Production of Munitions and the Production of Products for Civilian Use: 


Many large corporations of the eastern financial groups, such as General Motors, 
General Dynamics, Lockheed, Boeing, Goodyear Tire and Rubber, United Technologies, 
McDonnell Douglas, Raytheon, and Grumman are all well-known large enterprises 
engaged in the production of munitions. Some western and southern regions also 
depend on the production of munitions and military services to stimulate their 
economies. The contradictions between those corporations on the one hand, and 
the civilian industrial departments which mainly produce consumer goods, the 
service departments, the public utilities and transportation and communication 
departments on the other, are reflected in the competition for federal government 
expenditures. At present, of the expenditures of the American Federal Government, 
military expenditures and social welfare expenditures are the key items (they 
constitute over three-fourths of the general financial expenditures). If military 
expenditures go up, social welfare expenditures will be cut back and vice versa. 
The chief beneficiaries of military expenditures are the departments of munitions 
production and the regions involved in the production of munitions. So they call 
for armaments expansion and war preparations as well as the increase of military 
expenditures. The funds for social welfare expenditures flow mainly into the 
consumer market. Therefore, the departments not involved in munitions production 
of the aforesaid financial groups advocate the expansion of social welfare and 
oppose any increase of military expenditures. 
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(3) Contradictions Between Energy Industrial Departments and Nonenergy 
Industrial Departments: 


In recent years, due to the increasing demand for petroleum and the policies 

of the successive American governments who favor the oil industry, the profits of 
the ofl industrial departments have drastically increased. This has aroused 
dissatisfaction among the monopoly groups of other industrial departments. On 
the one hand, large oil corporations have consistently sought the increase of 
domestic oil prices, the abolition of price controls and the reduction of 
tariffs. On the other hand, the other industrial departments demand that 
domestic oil prices should be kept at a low level and tariffs on oil increased, 
thus restricting the profite of large oil corporations. The second phase of the 
energy plan put forward by President Carter in July 1979 demanded that taxes on 
windfall profits should be levied on the large oil corporations. The bosses of 
the large oil corporations of Exxon, Mobil, Standard 011 of Indiana, Getty and 
80 on, rose in opposition to the plan immediately. On the contrary, the chiefs 
of General Electric and other industrial enterprises had no objection to it. 


The inner contradictions among the monopoly groups have naturally affected both 
the foreign and domestic policies of the American ruling circles. In recent 
years, some important events in American political life, such as the resignation 
of Nixon, the debates on military strategy and policies toward Russia and “the 
Lance scandal” after Carter took office, and so on, are related to the conflict 
of interests among the monopoly groups. Owing to the role of the law of uneven 
development of capitalism, the balance of power of the monopoly groups is bound 
to change further. Their struggle for maximum profits and the fight for control 
of the nation's political machinery will increasingly become more acute and 
complicated with each passing day. 
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FINANCE AND BANKING 


SHANGHAI FACTORY GETS BANKS' HELP IN COLLECTING DEBT 
Shanghai JIEFANG RIBAO in Chinese 25 Nov 80 p 1 


[Article by Wang Jiefa [3769 7132 4099]: "Discipline in Economic Affairs Strictly 
Enforced by People's Bank Branches in Shanghai and Hegang Assisting the Limin 
Machinery Plant in Collecting 1.26 Million Yuan Debt") 


[Text] Comrades of the Shanghai branch and the Hegang branch in Heilongjiang Prov- 
ince of the People's Bank fully asserted their role as finance and property comit- 
tee personnel by firm action in the interest of discipline in economic matters; 
they actively assisted the Limin Machinery Plant of Shanghai in recovering 1.26 
million yuan of outstanding payments and in addition collected a penalty due in 
this case, thus promoting production and winning the praises of the factory. 


In March 1979, the Limin Machinery Plant of Shanghei had signed a supply contract 
and in fulfillment supplied seven sets of 800 HP adjustable conveyer belts for 
coal exploitation to a certain unit in Hegang in Heilongjiang Province. The seven 
sets of machinery were to cost 2,66 million yuan. After their punctual delivery, 
the Limin Machinery Plant commissioned the People's Bank in Hegang to collect the 
purchase price as stipulated. Up to the end of December 1979, the said unit made 
three payments of a total of 1.4 million yuan to the Limin Machinery Plant but de- 
faulted on the balance of 1.26 million yuan. 


The Limin Machinery Plant is a emall factory with an allotted working capital of 
only 1.55 million yuan. To ensure reproduction at the factory, it was forced to 
borrow 1.1 million yuan from the bank. Inspite of many letters, many telegrams and 
the dispatch of a special emissary to the Hegang unit to urge payment, nothing could 
be achieved. 


After gaining a full understanding of the situation, the Shanghai Branch of the 
People's Bank, at the beginning of last September, sent someone to Hegang to get 

in touch with the economic committee and the local branch of the People's Bank to 
enlist their effective support. The Hegang unit made two excuses for delaying 
their payments, one was that the quality of the delivered machinery was defective, 
and the second, that they lacked sufficient capital. The Shanghai People's Bank 
representative, assisted by the relevant local agencies, investigated the matter 
and confirmation was obtained that the machinery supplied by Lemin had already been 
properly installed and had shown no signs of defects. The Hegang People's Bank 
also found out from the financial records at the local Bureau of Mining that the 
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Hegang unit in question was not at all short of capital. On the basis of these 
findings, the Hegang People's Bank became convinced that what had uccurred was a 
violation of the discipline that is to prevail in state financial settlements. To 
safeguard the just interests of both sides of the purchase contract and to strictly 
enforce the system of state financial settlements, they exercised the powers vested 
in them as a financial management agency to order the said unit to pay the outstand- 
ing amount of 1.26 million yuan, and furthermore imposed a penalty at the rate of 

3} pro mille per day, awounting to 190,000 yuan, according to the relevant regula- 
tions of the People's Bank of ChinaHead Office, thus bringing this case of a 

50l-day delay of payment to a satisfactory conclusion. 
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FINANCE AND BANKING 


BRIEFS 


URBAN BANK DEPOSITS UP--Beijing, 12 Dec (XINHUA)--China's urban bank deposits 
reached 27,500 million yuan by the end of November this year, 7,200 million yuan more 
than at the end of 1979, the People’s Bank of China announced today. The deposits 
average 230 yuan per capita for the 120 million city dwellers, the bank said. Mean- 
while, the total volume of retail sales was up 15.8 percent in cities and towns from 
January to November this year compared with the same period of 1979. The bank said 
that more than 80 percent of the total deposits are fixed for six-month, one-hear, 
three-year and five-year periods. Urban savings deposits have increased year by 
year. A 10.6 per cent increase was registered in 1977 over 1976 while this year's 
deposits are expected to be 34 per cent more than last year's. Li Shutian, director 
of the deposit department of the bank said that savings deposits have become the 
most stable funds in the Chinese bank. [Text] [0W121336 Beijing XINHUA in English 
1254 GMT 12 Dec 80) 


FINANCIAL THEORISTS VIEW NATIONAL ECONOMY--Kunming, 15 Dec (XINHUA)--China must cut 
back on capital construction to balance the budget during her ongoing national ec~- 
nomic readjustment, a national meeting of financial theorists proposed in Kunming, 
capital of Yunnan Province, southwest China. Some 200 specialists at the fourth 
national forum on financial theory attributed China's deficit of the past two years 
to over-extended capital construction in violation of the basic rules of socialist 
economy. To change this situation, the maintained, the state must curtail capital 
construction. They pointed out that, at present, capital construction was virtual- 
ly out of control because of a lack of coordination betweenauthorities at various 
levels who had the right to approve capital projects. The economists said the state 
must draw up unified regulations governing financing of capital construction through- 
out China. The meeting also discussed fiuancial and tax reforms and relations be- 
eween the economic infrastructure and distribution systems. [Text] [0W150710 Bei- 
jing XINHUA in English 0701 GMT 15 Dec 80) 
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‘APP’ REPORTS HONG KONG'S INTEREST IN PRC OIL 
OWO91113 Hong Kong AFP in English 0916 GMT 9 Dec 80 
[By David Lan) 


{Text} Hong Kong, 9 Dec (APP)--Hong Kong is gearing up for the likely oil boom 
that ie shaping up in the South China Sea right on the city's doorsteps. 


After a French firm signed with China for drilling in the Tonkin Bay, six American 
firme did the seismic surveys and 42 international firms tendered for drilling 
rights off South China, the black gold seems gushing from wells in the mind's eyes 
of businessmen and government officials alike. 


They see two ways in which Hong Kong may contribute to China's development of its 
offehore ofl wealth--by acting as a rear base for support and logistic supplies and 
by setting up an ofl refinery. 


The American Chamber of Commerce here has already set up an energy committee to 
focus on Hong Kong's contribution to the development of energy resources in South 
China. It is charied by Mr W. Gage McAfee. 


Mr McAfee said as 4 support bese, Hong Kong may aseiet in offshore survey and drill- 
ing by flying in equipment, supplies and crew to work boats and providing shore 
accommodation and, of course, rest and recreation. 


This was further boosted enthusiasm first stirred up by earlier reports that China 
hee already struck oil in several (word indistinct] noticeably in the Pearl River 


estuary, neighbouring Hong Kong. 


The powerful Hong Kong and Shanghai Banking Corporation acted through ite Merchant 
Bank subsidiary, Wardley Led, has set up « joint venture, Cluff 011 (Hong Kong) 
Led, with London-based Cluff O11. 


Other Hong Kong partners in the venture are said to include Rubus Co Ltd, Inchcape 
Par East, Led, Granill Trust Led, John Swire and Sones (Hong Kong) Ltd and ship- 
ping magnate Sir Y. K. Pao's Holbrook Investments Led. 














Nor ie the Hong Kong Goverment far behind. Ite advisory committee on (economic) 
diversification urged the development of a supply base in Hong Kong and promptly 
appointed London's Pasco Engineering Led to study of] exploration support activi- 
ties for Hong Kong with preliminary reports already handed in. 


Freeh from hie eucceseful talke with the Guangdong (Provincial) Power Company on 
the feasibility etudy of building a nuclear power plant in the province north of 
Hong Kong, Sir Lawrence Kadoori, chairman of Hong Kong's China Light and Power Com- 
pany Ltd injected more enthusiasa. 


“Hong Kong may well become the logistic base and even refinery centre for China 
oil,” he said. 


There are, however, dampers to Hong Kong's hopes. Sir Lawrence said himself that 
China is now planning of] support bases near Hainan Ieland and eleewhere in which 
foreign firme are likely to be involved. 


Mr McAfee aleo said his committee members would like to visit some potential sup- 
port bases in South China, including a base in Zhanjiang near Hainan Island, Shehou 
in South China across Deep Bay from north of Hong King [as received) and Shenzhen, 
just across the border from Hong Kong. 


Obeervers here believed that it was in China's own interests to refine ite own 
crude oil before exporting it so as to maximize ite earnings of foreign exchange. 


The same reasoning went for support bases inside China who would earn more foreign 
exchange rather than spending it at bases in Hong Kong. 


Positive and optimistic, Mr Michael Morrow, publisher of Hong Kong's petroleum 
news magazine, gave three reasons for Hong Kong's role in China's development of 
offehore oil: 


First, ite efficient infrastructure of international communications and transport. 
second, ite facilities of comfortable accommodation, and recreation and schools for 
oil executives and their families and, third, ite entrepreneurial talents, techni- 
cal skille and financial capability. 


Hie argument finally boiled down to one word--efficiency. "Oil exploration is 
highly specialized and incredibly expensive, with the rig rental alone running at 
40,000 U.S. dollars a day and logistics support gust be maintained on 24-hour 
basis and any in efficiency would be very costly." 


According to him, the ofl fever is spreading there, following positive efforts of 
foreign oil firme in the South China Sea. 


Total, che drilling arm of Compagnie Francaise de Petroles, which has sig. «d with 
China for a 10,000-square-kilometer field in the Tonkin Bay should start drilling 
this month and big U.S. ofl firms (Amoco, Arno, Exxon, Phillips, Standard of Calif- 
ornia and Texaco) have made seismic surveys in 1979-80 [words indistinct]. Total 
Chine, S.A. hase already set up an office in Hong Kong and has taken 3 luxury 
partments in the Newrod]l complex as the first indication of the move to Hong Kong 
by foreign firms, he added. 
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YU QIULI ON OLL SHORTPALL~-Beijing, 5 Dec (KYODO)--China will be unable to meet ite 
oil production target of 106 million tons next year, Vice Premier Yu Qiuli said 
Thursday. Yu made thie disclosure in a seeting with Japanese Minister of Interna- 
tional Trade and Industry Rokusuke Tanaka, Japanese Government sources said. China 
has already made it known that it cannot increase of] output until 1987, but this 
ie the firet time China hae said it will cut production next year. [Text] [0W050045 
Tokyo KYODO in English 0034 GHT 5 Dec 80) 
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MINERAL RESOURCES 


GOLD, COPPER=-NICKEL, CHROMIUM POUND IN XINJLANG 
Beijing GUANGMING RIBAO in Chinese 18 Oct 80 p 2 


{[Article: “Mineral Resources of Gold, Copper-Nickel, Chromium Verified and 
Found in Xinjiang”) 


[Text] Our reporter Huang Dongyuan [7806 0392 0337) reports: The Geological 
Bureau of Xinjiang Vighur Autonomous Region, based on available forces and con- 
ditions, has shortened the front line of geological prospecting and concentrated 
forces on prospecting for mineral resources urgently needed by the estate and 
occupying a predominant position in Xinjiang. In the first 9 months of this 
year, they verified and discovered mineral resources of gold, copper-nickel 

and chromium. The field geological prospecting tasks assigned by the state 
have either been fulfilled or have nearly been fulfilled. 


In recent years, the Geological Bureau has sent geological personnel to find 
gold ores but in the geological prospecting work there was never a breakthrough. 
This time the 7th geological brigade with stronger technical forces was assigned 
to the job. During April and May they found outcrops of large gold ores. 
Accordingly, the Sth geological brigade and part of the lst geological brigade 
were sent to step up prospecting there. Soon they found several tens of out- 
crops of quartz containing gold and initially verified several medium gold ore 
areas. This opened up great prospects of ore finds and filled the gap of gold 
ore reserves in Xinjiang. The industrial departments concerned have started 
extraction work there. In June and July of this year, the 4th geological pros- 
pecting brigade discovered rich copper-nickel ore areas with good prospects in 
the Altai Mountain area. From an ore deposit already verified it is inferred 
that the prospective reserves of copper and nickel are up to the scope of medium 
and large ore deposits. The average grades of copper and nickel contained in 
rich ore layers are respectively up to 4.9 percent and 4 percent. Further, the 
geological workers of this Geological Bureau have verified chromium ores which 
form a compact whole with the chromium ores previously found in Tuoli County, 
forming large chromium ore groups with sore than 1 million ton reserves. 


So far, the Kinjiang Geological Bureau, having cut down general survey items 
and shortened the front line, has saved prospecting expenses by more than 700,000 
yuan compared with the corresponding period of last year. 
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BELJING MEETING DISCUSSES CONSTRUCTION, DEVELOPMENT OF CAPITAL 
OW280754 Beijing XINHUA in English 0729 GMT 26 Nov 80 


(Text) Beijing, 28 Nov (XINHUA)~-Beijing's development should be based on regional 
planning that includes Hebei Province, Tianjin and Tangshan, in the view of engineer 
Wang Huabin, vice president of the Chinese Architectural Society. 


"While making Beijing's municipal construction plans," Wang Huabin said, “the whole 
region around Beijing should be taken into consideration." 


He made the proposal at the end of a three-day discussion among scientists, scholars 
and professors on a draft construction program for the chinese capital. The meeting 
started November 24. 


Participants diecuseed a draft plan for Beijing, which emphasizes scientific, cul- 
tural and educational undertakings. Under thie plan, the city will not develop 
noisy and polluting industries, and heavy industry will be kept at the present level. 
The old city will be reconstructed step by step, the layout or near suburbs will be 
readjusted and greater efforts will be made to develop the further suburbs. The 
program envisions that by 2000, the city's population, now eight million, will be 
etebilized at around 10 million. 


Seventy-five experts in city planning, communications, geology, water suppy, energy, 


systems engineering, geography, landscaping, environmental protection, economy, 
population and protection of historical relice participated in the meeting and 


raised proposals. 


The experts also moved to promulgate a law on municipal construction to ensure that 
a final plan is strictly implemented. 


Zheng Xiaoxie, chief engineer of the State Administration of Urban Construction, 
called for efforte to preserve characteristics of Beijing as an ancient capital. 





Zhang Kaiji, chief engineer of the Beijing Municipal Construction Designing Institute, 
and Zhu Zixuan, associate professor Qinghua University, held that the old city's 
symetrical pattern with the building complex of the forbidden city (now the palace 
museum) as the central axis should be maintained, and appealed for careful protec- 
tion of historical relics. 
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Thies te the second wave of discussions on the reconstruction of Beijing. The 
firet one took place right after the secretariat of the Central Committee of the 
Chinese Communist Party laid down guidelines for Beijing's municipal construction 
in early May. 


The draft program will be further revised according to proposale made at the dis- 
cussion, and the revised version will be eubmitced for further discussion and 
finalized some time next year. 
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NATLONAL MEETING ON HOUSING HELD IN FUZHOU 


OW161230 Beijing XINHUA in English 1212 GMT 16 Dec 80 


[Text] Fuzhou, 16 Dec (XINHUA)--A housing credit plan run by the Guangzhou (Canton) 
Sewing Machine Factory has been cited at a national meeting as an example of what 
can be done to ease China's acute housing shortage. 


Housing officials were told at the meeting in Fuzhou, capital of Fujian Province, 
that the factory credit plan has provided housing loans totalling 55,000 yuan for 
80 families since last November. 


Workers pay monthly instalments to the fund administered by the factory management 
and are entitled to borrow up to 2,000 yuan each. 


The Fuzhou meeting agreed to urge factories throughout China to follow the example 
of the leaders of the Guangzhou Sewing Machine Facotry who used money from the 
company's welfare fund to get the housing scheme started. 


The ban on private house building, imposed throughout China in the late 50's was 
lifted in Fuzhou in June last year, setting the pace for the whole country. 


The Fuzhou meeting was told that families in 110 Chinese cities and towns had con- 
tributed to the national housing drive in the past two years, by building housing 
with a total floor space of 3.3 million square meters. Roughly in the same period, 
government builders completed apartments with a floor space or 90 million square 
meters and work is underway on another 80 million square meters. 


In Nanyang City, Henan Province, 500 families have built homes on three sites re- 
quisitioned fur the purpose by the municipal government. The houses are built on a 
plan supplied by the city construction bureau, and the municipality has undertaken 
to build shops and service facilities on the estates. 


In other cities, local governments have supplied private householders with building 
materials and transport. 


As yet, no private building is being done in the capital, Beijing, but officials of 
Beijing's trade union council said today that factories and other major work units 
had built housing for their workers with a total floor area of 1.08 million square 
meters by the end of September this year. A few days ago, Beijing Municipal Govern- 
ment announced it had completed 42,000 apartments as far this year and expected to 
build a total of 60,000 by year's end. 
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CONSTRUCT LON 


BEIJING CAPITAL CONSTRUCTION TO BE KEPT WITHIN RESOURCES LIMIT 
Beijing BEIJING RIBAO in Chinese 26 Oct 80 pp 1, 4 


[Article: “Capital Construction in the Capital Must Be Kept Within the Limit 
of Resources") 


[Text] In the course of readjusting the national economy, while the whole 
country is cutting down the scale of construction, capital construction in 
Beijing is increasing at an unprecedented rate. More and more large-scale, 
high-standard, and demanding construction projects are being put forward. 
Municipal building tasks for 1980 have already reached 20.35 million square 
meters. According to preliminary estimates by the responsible department, the 
total next year will exceed 30 million square meters. At the time Beijing was 
liberated in 1949, the total floor space of all houses in the city proper and 
suburbs did not exceed 20 million square meters. Under no circumstances is it 
possible to build one and a half times the number of houses in old Beijing in 
| or 2 years. 


the key to undertaking capital construction according to resources lies in 
honestly “estimating our resources.” It is essential to have a correct idea 

of how great our “resources” really are. We must proceed realistically in 
arranging the scale of construction. The present large-scale capital construc- 
tion tasks far exceed the practical capabilities of Beijing urban construction 
and are running into contradictions difficult to resolve. The main reasons are: 


1. Ie is very difficult to arrange for land for construction purposes. 


Beijing city is already very large. Within the 750 square kilometers from 
Shijingshan in the west to Dingfuzhuang in the east, and from Qinghe in the 
north to Nanyuan in the south, except the districts already built, the rural 
houses, ditches, roads that have to be kept, the farmland and vegetable plots 
that must be kept, the railroads, highways and traffic yards and stations 

that must be built, the rivers and lakes to be dredged and the public parks 

and green areas to be expanded, remaining land available for building houses 

is less than 40 square kilometers. This area of less than 40 square kilometers 
is already insufficient to accommodate the cultural, sports, and health facili- 
ties, as well as the commercial and badly needed services, and other such every- 
day facilities which will be needed by newly constructed housing, so there is 
simply no surplus land available for building other new construction projects. 
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iven if it ia handled this way, the density of housing conatruction will still 
he very high and the area of farmland, vegetable plots and green areas to be 
kept will obviously be too small. Further, it will be very difficult to 
arrange livelihoods for those peasants whose land has been taken over by the 
ntate. Under the circumatances, it te already very difficult to take over 
farmland for housing construction, 


Yet, the constructive projects various parties want to be built in Beijing are 
over mthe increase. They want about 80 percent of these projects to be built 
in the urban districts, and, for various reasons, they refuse to build them in 
other localities. If arrangements are made for these projects, inevitably they 
will take up the land to be used for building residences, commercial, cultural, 
vducational and health facilities and public utility facilities to redress the 
imbalance between “the bone" and “the flesh,” inevitably take up the urban 
greenery belts, high-yield farmland and vegetable plots that must be kept. 

The central area of the city and some 10 industrial areas in the periphery 

will soon form an “airtight” whole and the layout of community-style urban 
districts will be upset. It will adversely affect planned construction of 
residential housing with necessary domestic facilities and aggravate the con- 
tradiction concerning the supply of vegetables to the city. Nor will it meet 
the war preparation and antiseismic requirements. 


2. Municipal public utilities are falling further and further behind. 


Beijing public utilicies including urban roads, water, heating power, public 
traffic and telecommunications and electric supply are increasingly strained. 
Some public utility services are far behind what is needed and others have all 
along been operating at overload volume. For example, urban water sources are 
inadequate. The volume of surface water and ground water that can be opened 
up is not enough to meet the needs of industrial and agricultural production 
and domestic needs. With ground water excessively tapped to meet needs, the 
water table has sharply fallen at the rate of half to one meter a year, and 
some wells are already dry. The sewage daily produced in the city has in the 
main been drained without treatment into rivers and ditches and in some dis- 
tricts there are no sewage conduits at all. The increase of urban roads is 
far behind the increase of vehicles and the roads are increasingly congested. 





Owing to lack of municipal public utilities, many houses already built cannot 
be put to use, causing a great waste. Although the state has increased allo- 
cation of special investments and materials in recent years, owing to sharp in- 
crease in housing construction, the municipal public utilities are unable to 
meet the needs of the houses completed each year. Not only do we have short- 
ages from the past, there are now new shortages as wel). 


‘5. Far exceeding the limit of manpower and material resources. 
Capital construction contingents in Beijing District have nearly 300,000 staff 


and workers. The 4.66 million square meters floor space completed under the 
1979 capital construction plan was the peak level reached so far. Considering 
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the increase of medium, large and high-standards projects, the increase of in- 
vestments and the increase of the amount of labor for construction tasks, from 
now on the floor space of the projects completed each year will not show much 
increase, if any. Apart from this, we must dlacontinue the practice of trane- 
ferring conetruction contingents from other areas to Beijing. The reasons are 
that before their transfer to Beijing the problem of their working and living 
arrangements must be solved, and that for several years to come they will not 

be able to work independently. At the same time their transfer to Beijing 

will increase the population of the capital. To recruit large numbers of un- 
employed youths in the municipality to swell the ranks of construction contin- 
nents is the normal way of replacing and reinforcing the contingents of const ruc- 
tion workers in this municipality. But it will be necessary to go through a 
process of building a rear base, including job training and construction of 
structural parts plants and processing plants. No buildings can be erected 
simply by relying on huge crowds of people and adopting a “human wave strategy." 
To be sure, the construction units should do everything possible to tap their 
potential and increase their labor productivity and rate of projects completed. 


At present, the overall supply of local building materials may roughly satisfy 
the needs of 5 million square meters of general building projects to be com- 
pleted a year but do not meet the needs of tall buildings and high-standard 
construction projects. 


Such is the present state of urban construction in Beijing. This suffices to 
show that urban construction in Beijing is confronted with a serious problem 

of readjustment. If construction tasks are arranged beyond the practical limit, 
the consequences will be quite serious: i. The planned layout of urban dis- 
tricts will be upset and the urban district will grow larger and larger. We shall 
follow the same disastrous road of lopsided development witnessed in certain 
capitalist cities. 2. It will be impossible to fulfill such enormous construc- 
tion tasks. To concentrate the extremely valuable and limited capital construc- 
tion investments of the state in Beijing will adversely affect the great cause 
of national construction. 3. Even if some houses are completed, they cannot be 
put to use for want of public utilities, thus causing great waste. 4. The 
capital construction front will be further stretched, so much so that none of 
the construction projects can be completed and they are simply left there to 
fight a war of attrition. 5. Attempt and efforts to readjust the great im- 
balance between various aspects of urban construction are bound to come to 
nothing. In short, it will work against the implementation of the central 
secretariat's directive on the policy of capital construction in the capital. 

It is now time to make up our minds to exercise strict control over the scale 

of construction in the capital. 


It is understood that with a view to solving this problem properly and gradually, 
the relevant departments of Beijing Muni. pality have conducted surveys and 
studies and have on many occasions put forward measures and proposals that 

should be adopted. But whether these measures and proposals can be implemented 
with success will depend on resolving three problems. 
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First, it is necessary to follow the correct ideological line, make a clean 
sweep of the influence of the ultraleft line and adopt an overall point of view. 
For a long time, under the ideological influence of "left" deviation the work 

of capital construction showed one great defect, that is, confining one's view 
to needs, disregarding possibilities, craving for greatness and success, and 
being overanxious for quick results; seeking high targets and high speed accord- 
ing to one's subjective will and disregarding objective conditions. it seemed 
that only those making such an approach were Marxist-Leninists and promoters of 
“progress and that those who proposed realistic targets and speed were criti- 
cized as opportunists, right deviationists and promoters of “retrogression," and 
as one's lacking in revolutionary drive. It is this idea of making rash ad- 
vances in the face of objective reality that has caused our people to endure 
untold sufferings. Further, some comrades always laid stress on the needs of 
their departments and units. "In your case, it is necessary to keep within the 
limit of resources; in ours, it is necessary to consider our needs.” And so 
forth. In the final analysis, it is a matter of departmental selfishness-- 
confining one's view to the part and overlooking the whole. They pay Lip 
service to the “eight-character policy" of readjusting the national economy ; 
actually, they oppose it. Without solving these ideoloyvical problems the 

policy of keeping within the limit of resources cannot be implemented. 


Second, there should be comprehensive planning and capital construction de- 
partments that do have authority and respect science. There are comprehensive 
departments in charge of planning and capital construction both at the center 
and in ‘ocalities. But why do they fail to guard the pass and bring their due 
part into play? While the reasons are many-sided, an important one is that 

some leading comrades do not approve requests or decide on projects according 

to capital construction procedures. Proceeding from their own needs, some 
construction units neither get together experts from the relevant sides to con- 
duct exploration and study of possibilities, nor achieve overall balance through 
the comprehensive departrents. While objectively they have not acquired condi- 
tions for capital constru-tion, they send reports directly to their highest 
leading body responsible for the work. And some leaders often give more con- 
sideration to the needs of the side under their charge and less condition to 
objective possibilities. They simply draw a circle and make the final deci- 
sion. Under such circumstances the comprehensive department finds it hard to 
bring up the matter even if they have objections. There are also comrades who 
see the impossibility but dare not offend others. They do not uphold principle, 
and they rush things through by drawing a circle and okaying proposals, contend- 
ing to be nice to everybody. There are some leaders who are fond of having what 
they say be the final word, and they lose their temper and reprimand those who 
hold differing views. How can there be overall balance under such circumstances? 
How can there be planned, proportionate development? Things go to such an 
extent that the subordinates can neither stand up against decisions, nor accom- 
plish their tasks, thus placing themselves in a passive position in their work. 
In April 1978, the State Council set up a leadership group for urban construc- 
tion in the capital. Its main task is to exercise strict control over the 

urban development scale in the capital ana to examine and revise comprehensive 
construction plans for the Beijing district. We hope this leadership group will 
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be able to bring their role into full play and, on the principle of keeping 
within che limit of resources, examine and revise projects and achieve an 
overall balance. At the same time, we call upon the relevant sides to give 
this leadership group strong support in exercising their functions and power 
conferred by the State Council. 


Third, it is necessary to pay close attention to the legislation relevant to 
urban construction and administration, to manifest socialist democracy and to 
strengthen mass supervision. Urban construction is an important part of 
national economic development. In strengthening economic legislation we should 
place the legislative work relevant to urban construction and administration in 
an important position and proceed with thorough investigation and research. At 
the same time, we must insure that “laws are abided by, strictly enforced, and 
violations are punished.” We must uphold the dignity of law. Under mass super- 
vision, things must be done strictly according to capital construction procedures 
and the relevant laws and decrees, and no one may approve requests and projects 
without authority. In the case of construction projects that have produced 
serious consequences as a result of violating state laws and provisions, the 
administrative and legal responsibility of those who originally submitted re- 
ports and gave approval should be investigated and affixed. 
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DOMESTIC TRADE 


BRIEFS 


ENTERPRISES EXPANDING CONTRACTS--Shanghai, 24 Nov (XINHUA)--A number of research 
units in applied science in Shanghai now have direct contacts with factories in many 
areas and trades since more enterprises manage their own financial affairs at pres- 
ent. The Shanghai Organic Flouride Research Institute has signed a number of con- 
tracts with factories making plastic products in Shanghai and Jiangsu and Zhejiang 
provinces. The institute provides new samples of flouride materials, processing 
technology and technical services. Both share the profits. The Shanghai Leather 
Industry Research Institute has given some factories run by neighbourhood communi- 
ties and communes technical instructions for running a pilot workshop. The insti- 
tute receives products in return for payment of production costs. One Shanghai 
electronic institute could not do intermediate experiments in making new products. 
A factory was put under its administration this year and now it can solve the prob- 
lem. [Text] [0W241228 Beijing XINHUA in English 1209 GMT 24 Nov 80] 
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1981 FOREIGN TRADE FAIRS ANNOUNCED--Beijing, 7 Dec (XINHUA)--Chinese import and 
export corporations plan to sponsor 24 specialized export commodities mini-fairs in 
ten cities next year, a spokesman of the Ministry of Foreign Trade said today. Some 
fairs will feature textiles, from ctoon cloth to synthetics, woolens and silks, as 
well as ready-made garments. Others will have down products; fur-lined and leather 
garments, carpets, medicinal herbs and dried fruits and nuts. Others will feature 
stationery, sports goods, musical instruments, household electrical appliances, 
building materials and cloth shoes. Others will have chemicals and medicine. There 
have been 28 such mini-fairs so far this year, and the total volume of their busi- 
ness transactions was double that for similar fairs of 1979. [Text] [0WO70840 
Beijing XINHUA in English 0813 GMT 7 Dec 80) 
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TRANSPORTAT LON 


BELJING EXPERIENCING FEWER TRAFFIC ACCIDENTS 
OW151220 Beijing XINHUA in English 1206 GMT 15 Dec 80 


{Text} Beijing, 15 Dee (XINHUA)--The number of traffic accidents in Beijing has 
dropped thie year, although traffic volume increased 10 to 20 percent, according 
to the traffic division of the Beijing Public Security Bureau today. 


There were 9,436 accidents from January 1 to the end of November, 8.4 percent less 
than in the same period last year, and the number of deathe--460--showed a 12.2 per- 


cent decline. 


November's figures were the highest for the whole 11 monthe, with 976 accidents 
involving 59 deaths and 720 people hurt, said Zhao Jiaying, head of the traffic 
division. He said 17 of those killed were peasants, visiting from the countryside, 
and school children represented 64.4 percent of the death toll, he said. 


Zhao Jiaying complained that some drivers and cyclists do not obey regulations 
and are driving too fast, while some pedestrians, especially school children, do 
not have proper road sense. 


Surprisingly, said Zhao Jiaying, the snow which fell in Beijing on December 10 
caused only 22 traffic accidents the next day, with 11 injuries and one death, as 
ageainet 30 accidents on a normal day. Zhao Jiaying explained that the security 
bureau cent out an extra 700 policemen to clear away the snow and spread cinders and 
sand and to control traffic on major roads and junctions. Drivers werealso more 
cautious, he eaid. 


Beijing now has 160,000 motor vehicles and 2.81 million bicycles. 


The city has widened some major streets to improve traffic flow and introduced bi- 
cycle lanes on busy thoroughfares. 


Beijing municipal authorities called two meetings recently, to discuss traffic man- 
agement and called on 250 work units to stagger work-hours so as to relieve rush 
hour congestion. Now that winter has set in, all the city's 2,900 buses are packed 
at peak periods. 


cso: 6020 


1 34 














Gt NERAL 


FAKING OF BRAND NAME GOODS CRITICIZED 
0WO71047 Beijing XINHUA Domestic Service imChinese 0309 GIT 6 Dec 80 


[Letter from XINHUA correspondent Shi Baohua: “The Evil Practice of Faking Brand 
Name Products Must Be Stopped") 


[Excerpts] Beijing, 6 Dec (XINHUA)--Recently, fake brand name products have been 
found, one after another, in the markets in some places. In Anyang Prefecture, Henan, 
1) grassroots level supply and marketing cooperatives in six countries have sold 

fake Feige-brand bicycles. The fake products are of very poor quality. Some of the 
bicycles have no ball bearings for the revolving parts, but use wire washers in- 
stead. Some have no inner tubes, but fill tires with straw ropes. Many of the 
bicycles are basically unfit for use. It is known that the fake Feige-brand bi- 
cycles are made by some commune and brigade farm machinery plante or even indivi- 
duals in Xingtai Prefecture, Hebei Province. Nearly 1,000 of these bicycles have 
been found in Anyang Prefecture, Henan, causing great losses to the masses. 


It should be noted that the evil practice of making and selling fake goods is occur- 
ing in quite a number of places. According to the findings by concerned departments, 
at present no less than several dozen fake brand name products have already been 
found, such as Yongjiu-brand bicycles, Haiou-brand wristwatches, Three-Pive-brand 
clocks [Mu Zhong 2606 6988] and many kinds of brand-name cigarettes, wines, drugs 
and articles of everyday use. 


Concerned departments and the broad masses strongly call for resolute measures to 
halt the practice of seeking exorbitant profits by fraud or any means at the expense 
of the masses. To check this evil trend, it is imperative to strengthen socialist 
rule of law in the economic field. Industry and commerce administrative departments 
must strengthen market and trademark supervision. Enterprises and individuals that 
make and sell fake goods should be tracked down and disciplined and, in serious 
cases, punished according to law. It is necessary to quickly establish and perfect 
lawe and systems for trademark administration and to strictly implement the systea 
of trademark registration and the exclusive use of specific brand names by specific 
factories. Enterprises and individuals who illegally use trademarks gust be ser- 
iously dealt with. Industrial enterprises must also strengthen management of packing 
materiale and trademarks. Defective, discarded and outdated trademarks and packing 
materials must be promptly destroyed under supervision to prevent them from being 
stolen and sold or used without permission. 
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SHANDONG SILK COMPANY--Shandong Province recently decided to reform the system on 
the management of concoons and silk production and warketing. Silk companies will 
be established in Yantai, Changwei, Linyi and Jiniog prefectures and Zibo Municipal- 
ity. Silk administrative offices will be established in Huimin, Liaocheng, Heze, 
Dezhou and Taian prefectures. County silk companies will be established in 24 coun- 
ties throughout the province. These silk companies and offices will open business 
in January 1981 and will engage in cocoon and silk production and marketing. 
($K262250 Jinan Shandong Provincial Service in Mandarin 2300 GMT 26 Nov 80) 
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